S.E.C. RULE 15¢2-12
ANNUAL REPORT
FISCAL YEAR ENDED JUNE 30, 2605

The State of California (the “State™), acting by and through the State Treasurer of the State of
California, hereby provides its annual report for the fiscal year ended June 30, 2005 in connection
with the fol:owing:

Bond Issues

State Public Works Board of the State of California Lease Revenue Bonds (the “Bonds”) as listed on
the attachecd Exhibit 1. Also listed on Exhibit 1 are the dates of the Continuing Disclosure
Agreements (the “Disclosure Agreements™) executed by the State in connection with each issue of
the Bonds ad the dated dates for each issue. '

~ Note: The base CUSIP numbers provided in Exhibit 1 are for the convenience of Bondholders. The
State Treasurer’s Office is not responsible for the accuracy or completeness of such numbers.

Annual Report

The State’s “annual report™ (as defined in the Disclosure Agreements for the Bonds) for the fiscal
year ended June 30, 2005 consists of:

1. Unaudited Basic Financial Statements of the State
http://www treasurer.ca.gov/financial/2005_unaudited_basic.pdf. The financial statements
conform to the Governmental Accounting Standards Board (“GASB”) accounting principles
generally accepted in the United States of America. The components of the Unaudited Basic
Finaacial Statements are Government-Wide Financial Statements, Fund Financial Statements
and Notes to the Financial Statements. The Audited Basic Financial Statements for the State
are expected to be available prior to May 1, 2006 and when available will be promptly filed
with each of the Nationally Recognized Municipal Securities Information Repositories.

2. Financial information contained in Appendix A of the Official Statement, dated March 1,
200€, with respect to State of California Various Purpose General Obligation Bonds (the
"0S"™, which information is incorporated herein by reference. A copy of the OS has
prev:.ously been filed with each of the Nationally Recognized Municipal Securities
Information Repositories‘and is available from any of them. '

3. Information relating to the outstanding debt of the State Public Works Board as set forth in
Exhibit 2 attached hereto.

4. Financial information relating to The Regents of the University of California for the fiscal
year 2nded June 30, 2005, including the table entitled *“Obligations Issued and Outstanding”
as set forth in Exhibit 3 attached hereto.
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Table entitled “University of California Current Funds Expenditures and Resources
Utilized,” is no longer available from The Regents of the University of California. The
University’s financial statements are prepared in accordance with the accounting principles
established by the Governmental Accounting Standards Board (GASB). This change in
standards has resulted in a revision of the financial tables and statements that are required for
the Annual Report. During 2002, the University adopted GASB Statement No. 33, Basic
Financial Statements - and Management’s Discussion and Analysis - for Public Colleges
and Universities. The information contained in the table entitled “University of California
Current Funds Expenditures and Resources Utilized,” is available from various other tables
in the Annual Financial Report contained in Exhibit 4 attached hereto. This includes, page 2,
Facis in Brief (Includes Operating Expenses by Function), page 44, The University’s Results
of Operations, page 68 Statement of Revenues, Expenses and Changes in Net Assets, and
page 115 Campus Facts in Brief 2005. The Regents of the University of California’s most
recent audited financials are also contained in the Annual Financial Report.

Information relating to the Governmental Cost Funds Transportation Funds Statement of
Operations and Governmental Cost Funds Transportation Funds Balance Sheet as set forth in
Exhibit 5 attached hereto.

The Board confirms that the insurance required by each of the Facility Leases relating to each
issuz of the Bonds listed on the attached Exhibit 1 is in effect.
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Other Matters

This annual report is provided solely for purposes of the Disclosure Agreements. The filing of this
report does not constitute or imply any representation (i) that all of the information provided is
material to :nvestors, (ii) regarding any other financial, operating or other information about the State
or the Bondls, or (iii) that no changes, circumstances or events have occurred since the end of the
fiscal year to which this report relates (other than as referred to in this report), or that no other
information exists, which may have a bearing on the State’s financial condition, the security for the
Bonds, or an investor's decision to buy, sell, or hold the Bonds. The information contained in this
report has been obtained from sources which are believed to be reliable, but such information is not
guaranteed as to accuracy or completeness. No statement in this annual report should be construed
as a prediction or representation about future financial performance of the State.

The information provided herein may relate to bonds or other obligations of the Board in addition to
the ones listed above.

Dated: Mar:h 30, 2006

State of California

Original signed by Katie Carroll
Deputy State Treasurer
For State Treasurer, Philip Angelides
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 Exhibit 1

Name of Issue

Dated Date

Date of
Continuing
Disclosure
Agreement

State Public Works Board of the State of California Lease
Revenue Bonds (California Community Colleges) 2005 Series
E (Various Community College Projects)

10/1/2005

10/20/2005

State Public Works Board of the State of Califorma Lease
Revenue Refunding Bonds (Department of Corrections) 2005
Series J (California State Prison-Corcoran 11)

11/1/2005

11/16/2005

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Depariment of Corrections) 2005
Series H (California State Prison-Ser H Madera)

11/1/2005

11/16/2005

State Public V/orks Board of the State of California Lease
Revenue Bonds (Department of Corrections) 2005 Series G
rVarious Projects)

10/1/2005

10/20/2005

State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services) 2005 Series
A (Butterfield State Office Complex)

4/1/2005

4/12/2005

State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services - Food and
Agriculture) 2005 Series F

10/1/2005

10/20/2003

State Public Works Board of the State of California Lease
Revenue Refinding Bonds (Department of Justice) Series
2005 Series I (Department of Justice Building)

11/1/2005

11/16/2005

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Health Services)
2005 Series K. (Richmond Lab)

11/1/2005

11/16/2005

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Health Services) 2005 Series
B (Richmond Lab Phase 11! Office Building)

4/1/2005

4/12/20035

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Forestry and Fire Protection)
2004 Series C (Various Forestry Projects)

12/1/2004

12/2/2004

State Public Works Board of the State of California Lease
Revenue Bonds (California Community Colleges) 2004 Series
B (Various Community College Projects)

4/1/2004

4/21/2004

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Mental Health) 2004 Series A
(Coalinga State Hospital)

4/1/2004

4/21/2004




Exhibit 1

Date of
Continuing
Disclosure
Name of Issue Dated Date| Agreement
State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 2004
Series E (California State Prison-Lassen County, Susanville) | 4/1/2004 | 4/7/2004
State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 2004
Series D (California State Prison-Fresno County, Coalinga) /172004 1 47772004
State Public Works Board of the State of California Lease
Revenue Bonds (Department of Corrections) 2003 Series C
(California State Prison - Kern County at Delano 1I) 12/1/2003{ 12/2/2003
State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services) 2003 Series
D (Butterfielc State Office Complex) 12/1/2003 | 12/2/2003
State Public Works Board of the State of California Lease
Revenue Bonds (Department of Mental Health) 2003 Series B
(Patton State Hospital EB Building Improvements) 4/1/2003 | 4/9/2003
State Public Works Board ot the State of California Lease
Revenue Bonds (Department of the Youth Authority) 2002
Series B (Various Correctional Projects) 12/1/2002] 12/5/2002
State Public Works Board of the State of California Lease
|Revenue Bonds (Department of General Services) 2002 Series
A (Capitol East End Complex - Blocks 171-174 & 225) 12/1/2002] 12/5/2002
State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services) 2002 Series
C (Mission Valley State Office Building) 3/1/2002 | 3/13/2002

State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services) 2002 Series
B (Teale Data Center Project)

3/1/2002

3/13/2002

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Corrections) 2002 Series A
(Ten Administrative Segregation Housing Units)

3/1/2002

3/13/2002

State Public Works Board of the State of California Lease
Revenue Bonds (Department of the Youth Authority) 2001]
Series B (Various Correctional Projects)

12/1/2001

12/5/2001
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Name of [ssue

Dated Date

Date of
Continuing
Disclosure
Apgreement

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Mental Health) 2001 Series A
rHospital Addition at Atascadero State Hospital)

12/1/2001

12/5/2001

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 2001
series B (California Substance Abuse Treatment Facility and
state Prison a: Corcoran (Corcoran II))

3'12001

S

8:2001

-
2

State Public VWorks Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 2001
Series A (California State Prison - Lassen County, Susanville)

3/1/2001

3/28/2001

State Public Works Board of the State of California Lease
Revenue Bonds (Department of General Services) 2000 Series
= (Block 224 State Parking Garage)

11/1/2000

12/6/,2000

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Justice) Series 2000 Series D
(Various Replacement Laboratory Projects}

11/1/2000

12/6/2000

State Public Works Board of the State of California Lease
Revenue Bonds (California Highway Patrol) 2000 Series C
{ Vartous Are Office Projects)

11/1/2000

12/6/:2000

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Youth Authority) 2000 Series
B (Various Correctional Projects)

6/1/2000

6/28/2000

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Corrections) 2000 Series A
{Various Corrzctional Projects)

6/1/2000

6/28/2000

State Public Works Board of the State of California Lease
Revenue Bonds (Department of Veterans Affairs of the State
of California) 1 999 Series A (Southern California Veterans
Home - Chuld Vista Facility)

12/1/1999

12/2/1999

state Public ¥/orks Board of the State of California Lease
Revenue Bonds (California Department of Health Services)
1999 Series A (Richmond Laboratory Project)

10/1/1999

10/1/1999

State Public Works Board of the State of California Lease
Revenue Bonds 1999 Series B (Various Community College
2rojects)

6/1/1999

6/29/1999




Exhibit 1

Date of
Continuing
Disclosure
Name of Issue Dated Date| Agreement
State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
1999 Series A (Various Community College Projects) 4/1/1999 | 4/29/1999
State Public Works Board of the State of California Energy
Efficiency Revenue Bonds Series 1998A 11/1/1998 11/1/1998
State Public Works Board of the State of California Energy
Efficiency Refunding Revenue Bonds Series 1998B 11/1/1998 | 11/1/1998
state Public Works Board of the State of California Lease
Revenue Bonds 1998 Series A (Department of Forestry and
Fire Protection Telecommunication Towers and Vaults) 11/1/1998 | 11/17/1998
state Public Vorks Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1998
series C (California State Prison-Monterey County (Soledad
R)) 11/1/1998 11/5/1998
State Public W orks Board of the State of California Lease
Revenue Refunding Bonds 1998 Series A (Department of
Justice Building) 10/1/1998 | 11/19/1998
State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of the California State
University) (Various California State University Projects) 1998
series C 10/1/1998 | 11/19/1998
state Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
(Various Community College Projects) 1998 Series D 10/1/1998 { 11/19/1998
state Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
{Various Community College Projects) 1998 Series C 10/1/1998 1 11/19/1998
State Public Works Board of the State of California Lease
Revenue Refunding Bonds 1998 Series A (Library and Courts
Annex Building Complex) 4/1/1998 | 5/7/1998
State Public Works Board of the State of California Lease
Revenue Refunding Bonds 1998 Series A (Franchise Tax
Board Central Office Project - Phase 11) 4/1/1998 | 5/7/1998




Exhibit 1

Name of Issue

Dated Date

Date of
Continuing
Disclosure
Agreement

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of The California State
University) (Various California State University Projects) 1998
Series B

4/1/1998

5/7/1998

state Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of The California State
University) (Various California State University Projects) 1998
Series A

4/1/1998

5/7/1998

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
{Various Community College Projects) 1998 Series B

4/1/1998

5/7/1998

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
(Various Community College Projects) 1998 Series A

4/1/1998

5/7/1998

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1998
Series B (California State Prison - Imperial County)

3/1/1998

4/15/1998

State Public Works Board of the State of Califorma Lease
Revenue Bonds (Department of Corrections Emergency Bed
Program) 1998 Series A

3/1/1998

3/1/1998

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Veterans Affairs)
1997 Series A (Southern California Veterans Home - Barstow
Facility)

12/1/1997

12/10/1997

State Public Works Board of the State of California Lease
Revenue Bonds 1997 Series A (California Science Center)

12/1/1997

12/1/1997

State Public Works Board of the State of California Lease
Revenue Bonds (Trustees of The California State University)
997 Series C (Various California State University Projects)

11/1/1997

11/13/1997

State Public Works Board of the State of California Lease
Revenue Bonds (California Community Colleges) 1997 Series
A (Various Community College Projects)

4/1/1997

4/1/1997

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1997
Series D (California State Prisons - Impertal County)

2/1/1997

3/18/1997




Exhibit 1

Name of Issue

Dated Date

Date of
Continuing
Disclosure
Agreement

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of The California State
University) (Various California State University Projects) 1997
Series A

2/1/1997

3/18/1997

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of The California State
University) (Various California State University Projects) 1997
Series B

2/1/1997

3/18/1997

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1996
Series C (California State Prisons - Imperial County)

11/1/1996

11/6/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
1996 Series It (Various Community College Projects)

10/196

11/6/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1996
Series D (Cal:fornia State Prisons - Monterey County {Soledad

)

10/1/1996

11/6/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds 1996 Series A (Secretary of State
and State Archives Building Complex)

10/1/1996

11/6/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (The Trustees of the California
State University) 1996 Series A (Various California State

University Projects)

9/1/1996

10/22/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
1996 Series C (Various Community College Projects)

9/1/1996

10/22/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (California Community Colleges)
1996 Series B. (Various Community College Projects)

9/1/1996

10/10/1996

State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Department of Corrections) 1996
Series B (Caltfornia State Prison - Monterey County (Soledad

I1))

9/1/1996

10/10/1996




Exhibit 1

Date of
Continuing
Disclosure
Name of Issue Dated Date| Agreement
State Public Vorks Board of the State of California Energy
Efficiency Revenue Bonds, Series 1996A 9/1/1996 | 9/18/1996
state Public Works Board of the State of California Lease
Revenue Bonds (Department of Corrections) 1996 Series A
{California Substance Abuse Treatment Facility and State
Prison at Corcoran (Corcoran II)) 4/1/1996 | 5/14/1996
State Public Works Board of the State of California Lease
Revenue Bonds (California Community Colleges) 1996 Series
A (Various Community College Projects) 4/1/1996 | 4/1/1996
State Public Works Board of the State of California Lease
Revenue Refunding Bonds (Trustees of The California State
University) 1595 Series B (Long Beach and San Luis Obispo
Projects) 9/1/1995 | 9/1/1995
State Public Works Board of the State of California Lease
Revenue Bonds 1995 Series A (Department of Justice
Building) 5/1/1995 | 5/1/1995
State Public Works Board of the State of California Lease
Revenue Bonds (The Trustees of The California State
University) 1995 Series A (Various California State University .
Projects) 4/1/1995 | 5/4/1995
State Public Works Board of the State of California Energy
Efficiency Revenue Bonds, Series 1995A 4/1/1995 | 4/19/1995

The base CUSIP numbers for the State Public Works Board issues listed above, except

for Energy Efficiency Revenue Bonds, are 130684 - | [3068G - _

13068H -

_, and

The base CUSIP number for the State Public Works Board of the State of California

Energy Efficiency Revenue Bonds is 130677 -




Exhibit 2

Information relating to outstanding debt of the State Public Works Board

a)

b)

As of March 1, 2006, the Board had unused authorization to issue an additional
$2,999.309.617 of lease revenue bonds. As of that date, the Pooled Money
Investment Board had approved interim loans relating to these authorized projects
totaling $718,150,660.

The total outstanding bonds of the Board secured by the Master Indenture Reserve
Fund totaled $5,439,905,899. The principal outstanding balance of the Master
Indenture Reserve Fund as of March 1, 2006 totaled $122,447.345.

Additional information relating to certain issues of bonds covered by this Annual Report:

a)

b)

Issue:

Description:

Issue:

Description:

State Public Works Board of the State of California Lease
Revenue Bonds, 1997 Series A (California Science Center)

The following facts are provided related to the State Public Works
Board of the State of California Lease Revenue Bonds, 1997 Series A
(California Science Center) (the “Bonds™). These facts are intended
to be informational only and are not intended to imply a material
event has occurred. The Bonds, $37,770.000, financed construction
of the main museum building (the “Phase I Facility™).

Pursuant to the Food and Agricultural Code Section 4101.3, the
California Science Center is authorized to enter into a site lease and
lease-purchase agreement with the California Science Center
Foundation, a California Nonprofit Corporation, for the purpose of
the foundation developing, constructing, equipping, furnishing, and
funding the project known as Phase II of the California Science
Center. The Phase II project will require a portion of the Phase [
Facility, approximately 11,000 square feet, to be released subject to
the lease so that such released property can be used as part of the
footprint of the Phase II Facility. The California Science Center will
continue to operate and maintain the Phase [ Facility. The
construction of the Phase Il Facility will not result in an abatement of
the Phase [ rental payment.

State Public Works Board of the State of California Lease
Revenue Bonds (California Youth Authority), Series 2000 B
(Various Correctional Projects)

The following facts are provided related to the State Public Works
Board of the State of California Lease Revenue Bonds (Department
of the Youth Authority) 2000 Series B (Various Correctional



dy

Issue:

Project Status:

Issue:

Project Status:

Issue:

Project Status:

Issue:

Project Status:

Projects) (the "Bonds™). These facts are intended to be informational
only and are not intended to imply a material event has occurred.
Approximately $2.6 million of the proceeds of the Bonds were used
to pay the costs of a single-story maintenance building located at the
Fred C. Nelles Youth Correctional Facility located in Whittier,
California (the “Facility™).

As previously reported, the Governor’s proposed budget for fiscal
year 2004-05 reflected the closure of the Facility. effective June 30,
2004. The Budget Act for that fiscal vear also reflected this closure
and the Facility was closed. On September 30, 2004, legislation was
enacted that authorized the Director of the Department of General
Services (“IDGS™) to sell the Facility with the approval of the State
Public Works Board (the “Board”). Currently, DGS has initiated
surplus property procedures to sell the Facility and that process is on-

going.

The Department of Corrections and Rehabilitation (the
“Department”), as successor to the California Youth Authority,
continues to maintain the Facility and exercise jurisdiction and
control over it. The State Budget continues to provide for the full and
timely payments of all base rent payable to the Board with respect to
the Facility.

The Department will provide further information concerning the
Facility as it becomes available.

State Public Works Board of the State of California Energy
Efficiency Revenue Bonds, Series 1995 A

All projects have been completed.

State Public Works Board of the State of California Energy
Efficiency Revenue Bonds, Series 1996 A

All projects have been completed.

State Public Works Board of the State of California Energy
Efficiency Revenue Bonds, Series 1998 A

All projects have been completed.

State Public Works Board of the State of California Energy
Efficiency Refunding Revenue Bonds, Series 1998 B

All projects have been completed.



EXHIBIT 3

APPENDIX B
THE UNIVERSITY OF CALIFORNIA
GENERAL

Tt.e University of California (the "University") is the public institution of higher education
designated by the State of California (the "State") in its Master Plan for Higher Education for the
training of individuals for the professions, for the awarding of doctoral degrees in all fields of
human knowledge, and for the conduct of research. Since its founding in 1868, the University has
conferred 1,648,300 higher education degrees. The University's administrative offices are located
in Qakland, California.

The Unix'eréity 1s governed by a 26-member Board of Regents, 18 of whom are appointed
by the Govermnor and approved by a majority vote of the State Senate (currently for a 12-year
term), on¢ student Regent, who is appointed by the board to a one-year term, and seven ex officio
Regents who are members of the board by virtue of their elective or appointed positions. The ex
officio Regents are the Governor of the State, Lieutenant Governor of the State, Speaker of the
Assembly, State Superintendent of Public Instruction, President of the Alumni Associations of the
University, Vice President of the Alumni Associations of the University, and the President of the
University.,

Classes began at Berkeley in 1873 and the University presently operates general campuses
located in Berkeley, Davis, Irvine, Los Angeles, Merced, Riverside, San Diego, Santa Barbara and
Santa Cruz; a health science campus located in San Francisco; and more than 200 laboratories,
rescarch s-ations, affiliated schools, and activity locations. Under the Education Abroad Program,
the University operates study programs at over 100 host institutions in 34 countries.

During the year ended June 30, 2005, the University provided instruction to over 201,000
full time equivalent undergraduate and graduate students. The University is engaged in numerous
sponsored research projects, in addition to operating three major laboratories for the United States
Department of Energy, which conduct broad and diverse basic and applied research in nuclear
science, energy production, national defense, and in environmental and health areas. The
University operates a cooperative extension program reaching into nearly every area of the State
and numerous public service programs. In connection with the University's five medical schools
and other health science disciplines, the University operates five acute care academic medical
centers with a total of over 3,350 licensed beds and over 2,800 available beds.

The University has a faculty of approximately 9,200 members as of October 2004. Researchers
affiliated ‘:vith the University have been awarded 49 Nobel Prizes, the pinnacle of achievement for
groundbreaking research; 17 of the Nobel Prizes have been won since 1995. Current faculty
includes 23 Nobel laureates. No public university has won more Nobel Prizes than the University.
University affiliated researchers have received 56 National Medals of Science — more than 10
percent of the medals presented — since Congress created the award in 1959. A total of 358
University researchers have been elected to the prestigious National Academy of Sciences. The
University has more members of the National Academy of Sciences than any other college or
university. Since the first MacArthur Fellowships were bestowed in 1981, more than 60 faculty,
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researchers, artists and others affiliated with the University have been awarded these prestigious
$500,000 grants. Also, more Guggenheim fellowships, approximately 1,250, have been awarded
to University faculty than to any other university or college.

As of October 2004, the University employed, on a full-time and part-time basis,
approximately 51,800 faculty and other academic personnel and approximately 116,100 staff and
management personnel. The University expects that, during the year ending June 30, 2006,
enrollmert levels and the scope and level of research activities remained at approximately the
levels attained during the year ended June 30, 2005.

The following table shows average enrollments (computed on the basis of full-time
equivalents) of the University by campus for the general campus and for health science students
across campuses for fiscal years 2000 to 2005. Further information on Umversity enrollment can
be found at http://budget.ucop.edu/enrollments/enroll.html.

UNIVERSITY OF CALIFORNIA
FULL-TIME EQUIVALENT ENROLLMENTS © FOR FISCAL YEARS 2000 TO 2005

1999-00  2000-01 " 2001-02%  2002-03%  2003-04%  2004-05®

Berkeley 28,776 28,987 31,776 32,469 32,441 31,995
Davis 20,672 21,628 22,672 25,919 27,147 26,779
Irvine 16,910 17,980 19,719 21,553 22,284 22,188
Los Angeles 28,805 29,496 32,220 32,768 33,421 32,726
Merced 18
Riverside 10,667 11,954 13,238 14,439 15,408 15,311
San Diego 17,763 18,086 19,534 21,162 22,219 22,847
Santa Barbara 18,859 18,835 20,633 21,082 21,279 21,490
Santa Cruz 10,870 11,726 12,786 13,666 14,429 14,584
Total General
Campus 153,322 158,692 172,578 183,058 188,628 187,938
Health Sciences 12,578 12,553 12,726 13,130 13,268 13,465
Total University 165,900 171,245 185,304 196,188 201,896 201,403

1 Does rot include students in self-supporting programs.
- 2 Includes San Francisco campus enrollment,
3 Includes State-supported summer enrollment.

Source: University of California Office of the President {"UCOP"), Budget Office
INDEBTEDNESS OF THE REGENTS

Tne Regents of the University of California ("The Regents") has outstanding various
revenue bonds and other obligations, as listed below, maturing from 2005 through 2039. These
special obligations are secured by and payable from revenues of the facilities financed, investment
income, student fees, rental payments and other revenues. In October 1996, The Regents
established its commercial paper program in an amount not to exceed $550 million outstanding.
As of December 31, 2005, all $550 million of commercial paper was issued and outstanding. In
addition, The Regents had outstanding principal on loans and private placements with various
financial institutions of approximately $138 million as of December 31, 2005.
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The following table lists the outstanding public indebtedness of The Regents as of
Decembe: 31, 2005.

OBLIGATIONS ISSUED AND OUTSTANDING
as of December 31, 2005 (dollars in thousands)

Amount Issued Amount Qutstanding
General Revenue Bonds
2003 Series A $014,270 $872,265
2003 Series B 385,835 361,755
2003 Series C 252,270 252270
200 Series D 31,160 31,160
2005 Series E 111,610 111.61¢
2003 Series F 446,815 446,815
2004 Series G 308,450 308,450
2004 Series H 23,830 23,830
2000 Series I 20,540 20,540
Limited Projzet Revenue Bonds, 2004 Series A 371,590 371,590
Limited Proj:ct Revenue Bonds, 2004 Series B 660,480 600,480
Limited Projzct Revenue Bonds, 2004 Series C 13,970 15,970
Multiple Puraose Projects
1991 Series: Refunding Revenue Bonds Series E 283,930 261,625
Revenue Bonds Series F 298,660 6.890
Revenue Bonds Series G 64,115 4,165
Revenue Bonds Series H 109,185 4,750
Revenue Bonds Series [ 24,020 2,940
Revenue Bonds Series ] 64,060 8.140
Revenue Bonds Series K 294,045 274.870
Revenue Bonds Series L 65,220 47,875
Revenue Bonds Series M 131,925 124,915
Revenue Bonds Series N 44,825 35,310
Revenue Bonds Series O 346,020 340,865
Revenue Bonds Series P 19,850 18,840
Revenue Bonds Series Q 364,255 358,333
Hospital Revenue Boads
UCLA Medizal Center, Series 2002 32,420 30,420
UCLA Medical Center, Series 2004 A 165,000 165,000
UCLA Medizal Center, Series 2004 B 91,165 ' 91,165
UC Davis Medical Center, Series 1996 345,880 7,695
LC Davis Medical Center, Series 2003 347,775 339,600
UCSF-Stant yrd Health Care, 1998 Serics A 104,685 94,895
UC San Diejro Medical Center, Series 2000 69,000 57,335
Research Fa:ilities Revenue Bonds
1998 Refuncing Series C 89,013 83,845
1998 Series D 49,110 1,125
2001 Series E ) 122,800 120,420
Amount Issued Amount Outstanding
Certificates of Participation
Various Energy Projects: 1999 Series A 60,465 2480
1999 Series B 10,390 1,280
1999 Series C ' 10.815 4,870
2002 Series A 45,455 42,185
Commercial Paper
Scries A 430,000 430,000
Series B 120,000 120,060
Total 2,686,505 6.498.570

Source: UCOP, External Finance
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The State Public Works Board of the State of California (the "SPWB") has issued various
lease revenue bonds, maturing from 2006 through 2030, for the purpose of financing or
refinancing various facilities for the University. In connection with these lease revenue bonds
of the SPWB, The Regents has leased the financed facilities from the SPWB pursuant to
facility leases, which require The Regents to pay rental payments in amounts sufficient to pay
the principal of and interest on such lease revenue bonds. Such lease rental payments are
approoriated annually by the State as a line item for the University's operating budget. The
Regerits has appropriated and paid in a timely manner all rental payments due pursuant to its
leases with the SPWB, including during periods when adoption of the State Budget was
substzntially delayed. The following table sets forth the outstanding lease revenue bonds of the
SPWB which were issued for the purpose of financing facilities at various campuses of the

University as of December 31, 2005:

As of December 31, 2005

State Public Works Board of the State of California Amount Outstanding
(in 000's)

High Technology Faciliries Lease Revenue Bonds:
1986 Series A (San Diego Facility) $4,600
1986 Series A (Irvine Facility} 380
1990 Series A {Various University of California Projects) 41,696
Lease Revenue Bonds:
1992 Series A (Various University of California Projects) 0
1993 Series B (Various University of California Projects) 93,108
1994 Series A (Various University of California Projects) 15,130
1994 Series B (Various University of California Projects) 6,240
1997 Series C (Various University of California Projects) 128,655
2002 Series A (LUCLA Replacement Hospital) 155,430
2003 Series A (UC Davis MIND Institute) 31,105
2004 Series A (UC Davis Medical Center Tower II) 16,950
2004 Series F (Various University of California Projects) 134,665
2005 Series C (Various University of California Institute Projects) 129,170
2005 Series D (Various University of California Projects) 342,660
2005 Seriec L {Various University of California Projects) 156,210
Lease Revenue Refunding Bonds:
1993 Series A (Various University of California Projects) 331,240
1997 Series A (Various University of California Projects) 123,305
1967 Sen'es: B (Various University of California Projects) 14,185
1998 Series A (Various University of California Projects) 360,780
1998 Seriesi B (Various University of California Projects) 25,960
1998 Series C (Various University of California Projects) 10,110
1998 Series! F (Various University of California Projects) 10,635
2001 Serie§ A (Various University of California Projects) 32,140
Total Outstanding 40,554

Source: UCOP, External Finance
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The Regents has never defaulted in the payment of maturing principal of or interest on any
of its loans, bonds, notes, or certificates or in the payment of rental due under capital leases of its
facilities.

THE REGENTS OF THE UNIVERSITY OF CALIFORNIA

The Constitution of the State of California provides that the University shall be a public
trust administered by the corporation, "The Regents of the University of California", which is
vested with full powers of organization and government subject only to such legislative control as
may be necessary to ensure compliance with the terms of the endowments of the University and
the security of its funds and such competitive bidding procedures as may be applicable to the
University by statute for the letting of construction contracts, sales of real property, and
purchasing of materials, goods and services. The Regents is a board composed of both ex officio
members and members appointed by the Governor and approved by the Senate,

The members of the Board of Regents and the Officers of The Regents as of December 31,
2005 are listed below. Additional information and a current list of Regents can be obtained at
http://www.universityofcalifornia.edu/regents/contact.html.

Appointed Regents:
Richard C. Blum John J. Moores, Sr.
San Francisco San Diego

. Russel! Gould Gerald L. Parsky
Los Ar.geles Los Angeles
Judith L. Hopkinson Norman J. Pattiz
Santa Barbara Culver City

Eddie I'sland
Santa Monica

Odessa. Johnson
Modesto

Joanne Kozberg
Los Angeles

Sherry L. Lansing
Los Angeles

David S. Lee
San Jose

Monica C. Lozano
Los Angeles

George M. Marcus
Palo Alto

Peter Preuss
La Jolla

Adam Rosenthal
Davis

Frederick Ruiz
Dinuba

Tom Sayles
San Diego

Leslie Tang Schilling
Woodside

Paul Wachter
Santa Monica



Ex-Officio Regents: The Officers of The Regents:

Amold Schwarzenegger President
Governor of California Arnold Schwarzenegger
Governor of California

Cruz Bustamante Chairman
Lizutenant Governor Gerald L. Parsky
Fabian Nuifiez Vice Chairman
Sreaker of the Assembly George Marcus
Jack O'Connell Interim Treasurer
State Superintendent of Marie N. Berggren
Public Instruction

Richard Rominger General Counsel
Alumni Regent James E. Holst
(President of the

A‘umni Associations of the
University of California)

Eric Juline Secretary

Aumni Regent Patricia L. Trivette
(Vice President of the

Alumni Associations of the

Uaiversity of California)

Robert C. Dynes
Prestdent of the
University of California

FINANCIAL INFORMATION

F:nancial information for the University is set forth in the University's Annual Financial
Report for the fiscal year ended June 30, 2005. The University's financial report for the fiscal
years ended June 30, 2000 through June 30, 2005 can be found at
http://www.ucop.edu/ucophome/busfin/reports.html.

BUDGETARY PROCESS

The University presents to the State a single budget for the ten-campus system ("The
Regents'!Budget"). For the most part, State funds for the operating budget are appropriated to the
University in a lump sum, although amounts for a few programs of particular interest to the State
are appropriated by line item. Capital budget funds are appropriated by project, except that funds
for minor capital projects are appropriated as a lump sum. Operating funds received from the
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State are allocated by the President to the campuses and to the Office of the President after
consultation with the Executive Budget Committee, Chancellors, Vice Presidents and faculty
groups. Because the processes for developing, negotiating, and allocating the operating and
capital budgets are somewhat different, they are discussed separately below.

Budget Consultation: Development and implementation of the budget is an ongoing
process that comes together in the activities of the Executive Budget Committee. This committee,
which meets monthly, is chaired by the President and includes faculty senate members, two
Chancellors, an Academic Vice Chancellor, and several senior management members of the
Office of the President. The group is charged with preparing recommendations for the allocation
and distribution of The Regents' Budget, and has the responsibility of monitoring and overseeing
the allocation of funds. Administrators from the Office of the President also meet regularly with
faculty and student groups to keep them informed of budget developments and seek their advice
on budget issues. Further, there is usually a budget discussion at the monthly meeting of the
Council cf Chancetllors.

The Regents' Budget: The Regents' Budget is the University's annual budget statement.
It provides a description of the existing budget, including income and expenditures from all fund
sources, and serves as the budget request to the State for the coming year, describing in some
detail the need for additional funds.

Committees of the Board of Regents review the draft Regents' Budget. Any changes
requested at that session are incorporated in the budget, which is then presented for approval by
the full Board of Regents in November.

Governor's Budget/Budget Act: The Governor's Budget is presented by the Governor to
the Legislature each January. Although the Governor's Budget usually incorporates many of the
additional funds requested in The Regents' Budget, it does not necessarily parallel funding
requests made in The Regents' Budget. The Governor's recommended budget is debated during
legislativz hearings each spring and in June the Legislature is required by California law to send
its own recommended budget back to the Governor. At that point, the Governor may delete, but
not add, funds. A two-thirds vote by the Legislature can override the Governor's veto of funds.
Followinz the Governor's action, if any, on the Legislature's recommended budget, it becomes
final as the "State Budget Act."

Negotiations with the State and Legislative Budget Hearings: Throughout the year,
University staff engages in discussion of issues and priorities with staff in the Department of
Finance,:the Legislative Analyst's Office, and with Legislative committee staff. The staff
negotiations sometimes culminate in a meeting between the President and the Governor to resolve,
if possible, any remaining issues before the Governor's Budget 1s published. University staff also
works closely with the Legislative Analyst's office. In February, the Legislative Analyst publishes
an analysis of, and recommendations for legislative action on, the Govermnor's Budget. This
analysis is the principal agenda for the legislative hearings, including hearings on the budget
recomme:nded for the University by the Governor. The Regents' Budget is heard separately by the
Assembl’y and the Senate. In a normal year, there are 5-6 operating budget hearings and 2-3
capital badget hearings in each house. Differences between the two houses are resolved in a
conference committee, usually in mid-June, after which the budget is returned to the Governor.
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Alllocations to Campuses: The President allocates funds to the campuses after
consultation with the Executive Budget Committee, Chancellors, Vice Presidents and faculty
groups. Two allocations are made each year: a preliminary and a final. The first allocates
increases or decreases in State funds recommended in the Governor's Budget. This allocation is
subject tc revision as a result of legislative actions on the Governor's Budget and based on the
University's continuing internal budget consultation process. Final allocations are usually made in
July, after the State Budget Act is signed, at which time only minimal consultation and fewer
changes to the budget base are usually required.

Capital Budget: The capital budget consists of individual major projects (over $400,000)
proposed for funding along with a lump sum for minor capital projects (under $400,000). The
internal process for developing the capital budget is an interactive process, with campuses initially
submitting schedules and brief descriptions of both State and non-State funded projects. After
compilation and review of campus submittals by the Office of the President, discussions are held
with campus representatives regarding project need, justification, priority and likelihood of
funding. Revised schedules are sent to the campuses for approval or dissent. Campuses then
make a second submittal in greater detail for each project. The capital portion of The Regents’
Budget is prepared from these more detailed submittals. Major capital projects are approved by
the State on a line-item basis; funds for minor capital projects are approved on a lump-sum basis.
In addition to State funds, the University also uses gift funds, certain fees and reserves, and other
funds available to The Regents for capital projects.

Current Budget Matters: The 2004-05 Budget Act appropriated State General Funds of
$2.709 billion to support the University's operations and programs, a reduction of approximately
$159 million or 6% from the 2003-04 State General Fund appropriation approved in the Budget
Act (before mid-year cuts). The budget included $183.5 million in reductions to be offset with
student fee increases for undergraduates, graduate academics, professional school students, and
nonresidents; another $12.8 million in reductions related to enrollment reductions (budgeted
enrollments were reduced by 1,650 to 200,976 FTE); $125.4 million in base budget reductions;
and $144.7 million in additional funds to restore funds cut from the 2003-04 budget on a one-time
basis, provide additional one-time funds to keep the Merced campus on track to open by Fall
2005, and to fund other normal base budget adjustments for debt service and annuitant health
benefits.

The University implemented fee increases as follows for 2004-05: 14% increase in
mandatory system-wide student fees for undergraduate students, 20% for graduate academic
students, an average 30% increase for professional school students, and a 20% increase in
nonresident tuition.

For 2005-06, the final Budget Act provides an increase in State funding of $134.4 million,
or 5% over the Budget Act appropriation for 2004-05 for State General Funds of $2.843 billion.
This includes a base budget increase of 3% which, in combination with student fee revenue and
UC General Fund revenue, is sufficient to fund increases in cost of living, employee health
benefits, merit increases, and non-salary price increases; enrollment growth of 5,000 students;
maintenance of new space; one-time funding of $14 million for start-up associated with opening
the Merced campus; as well as $750,000 in funding for a new initiative to increase the production
of math and science teachers graduating from UC. Student fee increases of 8% for undergraduates
and 10% for graduate academic students have been approved by the Board of Regents for 2005-
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06. A 3% increase in professional school fees has been approved for all professional schools and
further increases were approved for individual schools up to a maximum of 7% or a total increase
of up to 10%. Nonresident tuition will increase by 5% in 2005-06.

[The 2006-07 Governor's Budget proposes State General Funds of $3.049 billion to
support the University's operations and programs, an increase of approximately $206.8 million or
7.3%, to the 2005-06 State General Fund appropriation approved in the Final Budget Act. The
proposed budget includes increases of $80.5 million in the base budget, S75 million to buy out
student fze increases, $52.2 million for enrollment and $16.4 for debt service and specific
initiatives, offset by a $17.3 reduction in one time funds for student academic preparation. The
Governor's Budget will be reviewed in the May Revise budget process and again during legislative
budget hearings prior to a Final Budget Act.]

On July 24, 2003, a group of present and former students filed a class action lawsuit
challenging several student fee increases (the Kashmuiri litigation). The Kashmiri litigation claims
that certa:n fee increases breached alleged contracts between the University and its students. The
fee increases at issue are: (1) increases in the Fee for Selected Professional School Students
adopted by the Board of Regents in December 2002 and later to the extent that such fee increases
are charged to students enrolled prior to December 2002; (2) a $135 fee increase approved by the
Board of Regents in December 2002 for the Spring 2003 Semester; and (3) increases assessed in
May 2003 for the Summer 2003 sessions. The Kashmiri litigation does not challenge the
University’s general authority to adjust fees.

Recent rulings indicate that plaintiffs have some prospect of prevailing on these claims at
the trial court level, although it is anticipated that any trial court ruling will be appealed. If
plaintiffs prevail on all issues The Regents may be required to rebate as much as $46 million in
collected fees and interest. The University contends that the proper amount of damages, assuming
a liability finding, is less than $15 million. Moreover, The Regents may be prevented from
collecting in excess of $20 million in additional fees during the 2004-06 academic years.

In addition, on July 12, 2005, four professional school students filed a class action lawsuit
which seeks to extend the professional fee claim set out in the Kashmiri litigation to students who
first enroled in the 2003-04 academic year. Plaintiffs filed a motion for preliminary injunction
seeking a court order barring the University from collecting fees from the 2003-04 entering class
which exceed the fee levels which applied in the academic year 2003-04. The motion has been
denied. The total potential economic impact of the case to the University is uncertain. As in the
Kashmiri litigation, this litigation does not challenge the University’s general authority to adjust
fees.

Additional budget information can be found at http://universityofcalifornia.edu/
news/budget/welcome.html. :

EMPLOYER-EMPLOYEE RELATIONS

Under the Higher Education Employee Relations Act (HEERA), the law that provides for
collective bargaining in higher education became effective July 1, 1979. Currently, the Untversity
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negotiates with 13 unions over terms and conditions of employment for more than 60,000 of the
University's approximately 160,000 employees statewide.

It is always difficult to determine with assurance the future course of employer—employee
relations. Nevertheless, at the present time, The Regents has no reason to anticipate that the future
labor relations climate within the University will have a material adverse impact upon the ability
of The Regents to make payment on its outstanding indebtedness.

RETIREMENT PLAN FUNDS

The Regents maintains the University of California Retirement Plan (the "Plan"), a defined
benefit pension plan, which provides lifetime retirement income, disability protection, death
benefits, and pre-retirement survivor benefits to eligible employees of the University of California.
The Plan includes four membership classifications: members with Social Security, members
without Social Security, Safety members (police and firefighters), and Tier Two members.

In 1990-91, The Regents adopted a full funding policy that provides for actuarially
determined periodic contributions at rates that provide for sufficient assets to be available when
benefits are due. Under the full funding policy, The Regents suspend contributions to the Plan
according to a formula that measures market or actuarial value to actuarial accrued liability,
current liebility, and normal cost. University and member contributions to the Plan have generally
not been required since November 1, 1990 for most membership classifications. Member pretax
contributions otherwise made to the Plan are redirected to the University of California Defined
Contribution Plan on a mandatory basis.

As of June 30, 2005, the Plan’s independent actuary reported that the actuarial accrued
liability cf the Plan (calculated on an entry age normal cost basis) was approximately $37.3
billion. The Plan's net assets held in trust for pension benefits as of June 30, 2005 were
approximately $41.9 billion.

Employees hired before October 1, 1961 participate in the California Public Employees’
Retiremer:t System ("CalPERS"). The University's total contribution to CalPERS (including
contributions on behalf of employees at the Department of Energy Laboratories) was
approximately $335,000 and $442,000 for the years ended June 30, 2004 and June 30, 2005,
respectively.

For more information on the University's Retirement Plan Funds, see "APPENDIX B — THE
UNIVERSITY OF CALIFORNIA ANNUAL FINANCIAL REPORT 2004-2005—Management’s Discussion
and Analysis—The University of California Retirement System (UCRS)."
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FACTS IN BRIEF

2005 1004 003 2001 2001
STUDENTS ’
Uncergraduate fall enrollment 158431 159,486 154979 148.024 141,366
Graduate falf enrollment 49478 485905 46,318 43,879 41,989
Tot: 1 fall enzoliment - 207,509 208,391 201,297 191,903 183,355
University Extension enrollment 332,842 338,084 353843 389,361 444,102
FACULTY AND STAFF [%ufftme savivaiers 121,726 120.786 118533 114,282 108,827
SUMMARY ANANCIAL INFORWATION | i, T-40LUSARTS DF 30, A%3 EXCPT 320 FRabNT PN FRTIRA EN;
UNIVERSITY OF CALIFORNIA
PRIMARY REVENUE SOURCES
Stucent uirion and fees ! § 1557828 $1377923 § 1,096.609 § 1014124 § 993,198
Graats and conrmacis 3,976,549 3326641 3531,343 3209669 2,886,501
Melical centers, educational sctivities and awdliary enterprises 5871193 5454519 5.006,772 4,606,762 4,227,299
State educational, financing and capital appropriations 2773037 2972879 3H7N 3438477 3,258067
Private gifts 536.995 544,853 485.242 358335 527.026
Capital géts and grants 217118 319852 389,352 269,166 465,704
Department of Energy laboratories 4,146,261 4115635 4173017 359531 3101497
OPERATING EXPENSES BY FUNCTION
Instruction . 3,046,225 2873614 2752994 2.504.866 2554350
Res 2arch 2916534 270777 1623300 2,418,040 2207922
Putlic service nue 394,066 4266% 444923 388,188
Academic suppor: 1,617.506 1053902 1,046,036 986,728 944,414
Sta dent services 436050 " 415218 406,380 392,502 333578
Institutional support 652646 603.220 649290 624,082 623132
Op aration and maintenance of plant 41509 393.765 367,181 385273 410,548
Student Anancial aid 2 369424 358048 358711 317,888 379663
Medical centers 3,549,309 335253 3,153,768 2836611 2672848
Auiliary enterprises ' 695310 546,458 610,794 573,087 537,774
Dejmeciation and amortizaton 954,878 §99.811 337520 754,042 15497
Dejrartment of Energy labor: tores 4112077 4,082,089 4139681 3,563.357 3670379
Other 72644 61315 450 25299 24,783
FNANCIAL POSITION
Inv 2stmens, at fair value ) 12,074,900 11,557,368 11.031,876 10,324,370 10,105,593
Capital assers, at net book vziue 15,330,305 14,167,202 12,653,546 11.362.053 10,153,463
Qutsianding debt, including capital leases 7945285 5.912,989 635,193 5492118 5171,19%
Ne-: assets 13977617 17.794.3% 16447893 15,251,124 14,636,534
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS
PRIMARY REVENUE SOURCES:
Prire gifts 332474 407,661 280,364
PRIM.ARY EXPENSES
Grants tocampuses 343388 390,254 293,009
FINAMCIAL POSITION
Investments, at fair value 2950.090 2,597,250 223046
Pledges receivable, net 426650 T 452543 402,681
Net assets 3,249.942 2930352 2.507.231
UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM
PLAN PARTICIPATION
Plan membership 188730 184,733 179636 173,343 163217
Re:irees and benefciaries c1 mently receiving payments 41477 39738 37867 36,165 34684
PRIMARY REVENUE SOURCES
Centributions : § 923788 § 8(9433 $ 698504 S 643404 S 587497
Investment income, net 1505731 1198036 1,189,429 1341867 1,684,915
Net appreciation (depredation) in the fair value of investments 3,180,646 4,564,427 1067838 (5.382,805) (4609315)
PRIMARY EXPENSES
Benehit payments 300,129 1127476 993,644 949.35% 386,064
Participant withdrawals 392473 332,567 228,266 M1 231,661
FINANCIAL POSITION - ) :
Insestrrenss, at fair vaiue §1.372.279 4700343 41324557 41.006.288 45637232
Members' defined pension slan benefits 41935273 39263399 15398.263 34514561 38.954,530
Pzrticipants’ defined contri sution plan benefits 11295257 ' 10076614 8757931 7937343 814369
Actuanal value of assets 41,085,000 41,293.000 41,429,000 41649000 40,554,000
Actuarial accrued liabilicy 37.252.000 35.034.000 32,935.000 30,100,000 27,451,000

Certal revisions in dasufications, 0 7esiaterens, ave been made o prior year infmaLion in order :0 coNfONT 10 s 7efi year prasentaion.
2l 3id and e weivers that are not pad direchy 1o studenss, are recorded armanity as a ‘educion: ofsns
gantswirks ae ~oi dduded as expenses s nice she gover
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me dezerernes grancess. Cobege work study exzenses
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PRESIDENT'S LETTER

7 For the past two years, Ive been travelmg the length and breadth of th is great state;

how it is transforming lives. I've seen‘a UC academic preparation program in a ru
" Valiey hlgh schoo] he!p smdents master the algebra ‘the» need to attend a umversxt}, whxle

and are prowclmg residents with mformatmn about numtion ‘and healthy hfestvles Ancl
" T've'toured many of our pioneering research centers; like the Bodega Marine Laboratﬁrv on
the rugged Northern California coast. There, researchers are working w:th state and federal
_ officials to better understand and protect our oceans and other natural TESOUTCES.

* The University of Cahforma is helpmg Cahtormans young and old, to expand their potential thraugh aur academlc preparanon
:progjrams and lifelon; learning classes, we're conttibuting our expertise to global, as well as local issues mvoh’mg energy and
trans.portatlon btotex hnology and homeland seciirity, to name but a few. We're welcoming the public to our museums and__
galleries, performmg arts'centers and concert halls, Jibraries and special collections, athietic events and recreational facdmea -
-and otanical gardens and natural resérves. The roads and bridges we travel are safer because of UC engineering research; our
com :mters are faster and more effici¢it because of our research and work’ wnth private industry, and our health care is-better-
because of UC-based med:ca] trammg and research. o

- UC satient care com mses the ﬁfth-iargest health-care delivery system in the state. With five academic medical centers, the
University.opérates t1e nation’s largest training program for doctors and other health professionals. At these superb state:of: the-

art medical facilities, where a sizeable number of Californians receive the ﬁnest care available, medu,a! d:scovenes and -.nnmatmns

are hemg transformed into new treatments.

The; Unn EFSIty’s prestnce can be felt internationally, as well. Our faculty cammonlv conducts rescarch with coﬁeagues in Afnca.
Asia, Europe, and Lalin America, while UC students are studying in Memco, Great Britain, and 33 other couatries warldwide
through UCs ou'rstandmg Education Abroad Program. In addition, followmg the Indian Ocean tsurami in Decernber 2004,
UC- researchers and ttudents traveled to the affected nations to assist in recovery efforts and to lend their eq)ernse Meanw hile,

ina contmumg cominitment to extending the University’s excellence worldwide, UC San Francssco. in conjunétion with other * -

UC’ campuses and cclleagues, is pioneering a global health sciences program that focuses its expertise in the health, b:ologlca!
social and policy sci¢ lnces ona range of diseases - HIV/ AIDS, tuben,ulo nd malana, and others — that threatens cmzem in
deve: lopmg nations in Atnca and Asia:. -

’Yl‘nsl tradition of sernce ta California and the world is nothing new ~ it e*ctends back to UC’s fouﬂdmg in 1868: Industry—
University bonds were forged first in the late 1300s when UC faculty took’ the findings from their laboratories and classrooms
dnre‘tlv to the fields ind ruzal cosumunities, and as a result, California grew into the

{mown for the mcrecibble variety and quahty of its produce, as well as for its mnm'atwe cu[twanon technigques.

Th1< rich heritage of, contnhutmg 10 the well-being of California continies to this day, as UC research and education constantly
ev 0]\'85 to meet the chmgmg needs ot the state, the nation and the worlci You will read about some ot these contnbutwns in'the
fo[lowmg pages. C)e'arlv UC s mﬂuence is felt in every corneér of the globe..” ' '

Lirmly believe that s strong University of Califarnia is integral 1o the future strength afid success of California. We are pmud
to plav a major role | m preparing an educated work force, in developmg research innovations that turn info- new products, new
comipanies and new ;obs and in serving the needs of California’s diverse communities. I hope we can count on your contmumg
support ofa UC enn*rpnse that cleaﬂv has an 1mpact every day and in every corner of the Go}den State.
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he .University of Califomia brims with etcitement';

the Iaboratorles that foment discovery to the

ns that im art knowledge to the next generation
P 8 8 world, every

soc1a1 andpohtlcalleaders. Butthe University .
: day, everywhere

o of California’s influence can be found
3 mﬂueme o : _
el “far beyond the campus confines. We see it in hospitals and’
community clinics, where UC research and expertise is used
- ' to nurse sick patients to health; in K-12 classrooms, where

| LIQ}S!’GO?W a
_ become the first in their family to pursue a college degree; in government ..
agencies, where engineers rely on UC experts to'build bétter, safer and more -
" cost-effective structures; and on farms, where the latest word from UC’s'ﬁeld o
* agents fuels the state’s thriving agﬁcﬁlfurél industry. Indeed, whether we're in

- “the inner c"ify a tiny rural community or anywhere in between, the University  ~

UC isserving -~
California, the -
nation and the .-

students from underprivileged backgrounds are inspired to -~

3 P

; ; TR if:z?of Cahfomla touches so many aspects of our. lives every day. The pages that

; :i | follow offer a samphng ot “the mynad ways in “hlch UC
l.. ;t IH' !‘EOSP if&[& (Zl’ld students, facultv and alumni are making a dlrect lmpact

: § f; . LU;%'?;IM?? ?t‘t’ h’f.’ﬂiﬂ‘i on the lives of individuals throughout

g" " | , L[Ii’?ia{b) i USEUns . the nations most populous and diverse Q'Hﬂ Iif'}’ and
i T z] - ':, I?’Ed ﬂélfﬂ?’f}.l state — and far Beyor;d — regardless of 1mp act:

CON
. dlon

Drves, intural

|
mmunities and

g border towis,
AALIONS ACTOSS
ftheworld .-

whether these individuals ever set foot o It starts here e

in a UC classroom or laboratory.




Aartha Fwiana Martrez exarrines pauznt

IRVIHE California Latir os - one-third of the state’s population, and
growing — are all too often underserved by the state’s health care
system, whether it's because of inadequate insurance or cultural and
language barriers result ng from the shortage of Latino and Spanish-
speaking physicians. Martha Viviana Martinez saw this first-hand, as she
traveled with her mother to doctor appointments. She had to translate
for her Mexican-born mother. “Seeing my mother struggle, and people
like hvar, it made me realize that | had an oppartunity o use the language
(Spanish) and understar.ding of the two cultures, to alleviate some of that
disparity,’ shesays.

in the UC Irvine Coilege of Medicine’s Program in Medical Education
for the Latino Community (PRIME-LC), Martinez found a perfect fit,
PRIME-LC, which admitted Martinez as part of its inaugural class in
2004, is a first-of-its-kind curriculum combining medical-school train-
ing focused on Latino nealth issues with a master’s program in Latino
health care disparities, public health or heaith care policy.

Before they had begun their first medical school class, the eight mem-
bers of the class had bzen initiated into PRIME-LC with a six-week
culture immersion program. By 2008, PRIME-LC will have 60 students
enrolled - students who, like Martinez and Carl Smith, will become
futuse leaders in the e forts to better address current disparities. “This
is where | belong” say+ Smith, who would like ultimately to help meet
the health care needs of underserved Latinos through a nonprofit
organization. “It’s where | can learn how to make a difference’”

EAST AFRICA Disease knows no boundary. HIV/AIDS, the SARS
{severe acute respiratory syndrome) virus and the avian influenza
are among the diseases that have crossed national borders as well
as continents to plague people worldwide, especially in impover-
ished nations.

“We don't live in an isolated world anymore,” notes Haile Debas of
UC San Francisco’s Global Health Sciences program, which is leading
the way among U.5. academic medical centers in developing inzer-
national collaborations in research and training to address public
health issues affecting developing nations. The program will also
examine health disparities among the poor in the United States.

The interdisciplinary Global Health Sciences program integrates
UCSFs expertise in alt of the health, social and biological sciences.
The program — for the first time ever — not only pulls together UCSF
faculty and students, clinics and laborarories, and other resources,
but will also involve UC Berkeley and other UC campuses.

“am convinced that {Global Health Sciences) will assist Africa ... in
the efforts underway to eradicate poverty through opening oppor-
tunities for partnerships based on knowledge and capacity build-
ing," says Pascoal Mocumbi, the former prime minister of Mozam-
bique who is now the high representative of the Netherlands-based
European and Developing Countries Clinical Trials Partnership.
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Helping students succeed

LINCOLN {PLACER COUNTYY While riding the light rail on his
way home from jury duty one Friday night in November 2000,
David Herbert began to suspect that the headaches and flu
symproms he had beer. experiencing might represent some-
thing more serious. "I was having trouble reading the news-
paper — | couldn’t see every other word,” he says. On Monday
morning he called his doctor, who told Merbert he needed to
get a CAT scan right away. The scan revealed a tennis ball-sized
tumor on the right side of Herbert’s brain.

The news would only g2t worse after the tumor was surgically
remo'ved and sent to the lab for biopsy. Herbert had a glio-
blastoma multiforme, the most aggressive and deadly type of
brain tumor. In April 1599, still enjoying excellent health, David
Herbert had taken early retirement from his job as an airline
pilot. In early 2001, still more than a year shy of his 60 birthday,
the Lincoln resident wes told he had six months to live.

That was more than four years ago. Herbert is alive and symp-
rom-iree today thanks to his participation in a Phase Il clinical
trial at UC San Francisco for a drug combination involving
1L-13, which targets glioblastomas. The trial, led by Dr. Sandeep
Kunwar, uses convection-enhanced delivery through catheters
to bring a high concentration of the experimental drug to the
tumor while mostly sparing the surrounding healthy cells.

Herbert, the first patient to be treated in the trial, felt like his
old self within six monrhs, *The alternative was overwhelming,”
he savs. “You see the statistics and realize they got it right with
this teatment, and the feeling is just incredible.”

pati‘ents

David Herbert {right) wath his doceor, UCSFs Sandeep Kunwar
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BRAWLEY Angel Gonzalez, a 17-year-old senior at Brawley High
School, has been involved with the Algebra Academy since he was an
entering freshman. “It's helped me a lot,” he says, noting that the pro-
gram has given him focus as a student and confidence in his future.
“Academics are the No. 1 thing”

The Algebra Academy began five years ago as a modest program in
Brawley, a small town in the Imperial Valley near the California-Mexi-
co border, but its success has spawned more than 20 similar programs
throughout the state. Brawley High Principal Tony Munguia and
colleagues, in discussions with Blas Guerrero of the University of Cali-
fornia, devised the summer Algebra Academy because the students
weren’t passing mathematics courses. “Math was the roadblock that
was keeping our kids from being eligible for college.” says Munguia.

Math and science are so crucial to K-12 students’ success that UCis
involved in a number of initiatives 1o help California schools. Besides
working directly with the students, UC recently launched California
Teach, a program that encourages students to consider teaching as

a career, creating courses to help them become great teachers and
providing financial support for their education. Through the initiative,
UC plans to quadruple the number of science and math teachers it
trains annually by 2010,
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LONG BEACH The 1992 Los Angeles riots were particularly dev-
astating to Manuel Cisneros, who lost his auto repair business and
ended up unemployed and living with his wife and four children
in Long; Beach's Carmelitos housing community. That's when he
enrolled in The Growing Experience Landscape Training Program
— an action that, Cisnercs says, “changed my life.”

Cisnerus is now agricultural program coordinator for The Grow-
ing Experience, a nine-year-old program operated in partner-

ship arnong UC Cooperative Extension, the Los Angeles County
Community Development Commission and area residents. The
program serves as both a training ground for Southern California’s
green industries and an nvitarion for public housing residents
such as Cisneros to abtain marketable skills. Participants receive
classroom training leading to a certificate in horticulture, as well
as assistance in topics such as employment readiness, computer
literacy, time management and interview presentation. The Grow-
ing Experience has also improved the neighborhood: it created a
six-acre garden with corymunity plots, which Cisneros oversees.

Planyei Csneros

h e T e i
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Kartngy Hyrcik

HOUSTON The University of California was among the nation’s
research universities that leaped to help when Hurricane Katrina
slammed into Louisiana. Not only were official resources offered
— UC campuses welcomed students who were displaced by

the storm — but thousands of UC students and faculty, health
professionals, staff, and alumni contributed time, money and
expertise to rescue efforts and to helping survivors.

Kortney Hyrchuk, a 24-year-old neonatal nurse in the intensive
care unit at the UC Irvine Medical Center, spent eight days deliv- -
ering medical services to hurricane survivors gathered at the As-
trodome in Houston. She traveled from Southern California with
about 50 volunteer nurses recruited by the California Nurses
Association. " A lot of people were complaining — about who
didn’t do this and who didn't do that - 1 felt like it was important
to put your money where your mouth is, so I felt | had to go. |

- just wanted to help,” she says,
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. MAURITANIA, AFRICA It's perhaps nognsethat farge numbersg
of UC graduates have joined the Peace Corps. Sorme people might

say that “changing the world,” "idealism” and “public service” are
synonymous with the University of California. UC Berkeley holds the
distinction among US. universities and colleges as having tumed out

the most Peace Corps volunteers — 3,205 — and is the only school

that has produced more than 3,000 volunteers since the Peace Corps

began in 1961. In 2004, Berkeley had 94 alumni serving, UC Santa
Barbara 57, UCLA 55, and UC Davis and UC San Diego, 43 each.

Three Peace Corps volunteers didn't realize they had a Berkeley
connection until they met in the West African nation of Mauritania,
which is the only Islamic republic with a Peace Corps program. One
of them, Luke Wilson Filose, 27, had worked for a Silicon Valley mar-
keting firm, a traveling dance company of HIV/AIDS orphans and an
anti-poverty non-governmental organization in Washington, DC,
before joining. “l couldn’t turn down the opportunity to go abroad,
to see life in the developing world from a grassroots perspective, and
to try to make a difference an that level” he says.

mengars sof

Se-gnce comwes 1o life for

Experiencing nature

SANTA MARIA Students in Linda Corley's ifth-grade class at Onti-
‘veros School in Santa Maria are predominantly Latino, English-learn-
ing and from low-income households where experiences in natural
outdoor settings are lirnited. For the last four years, Corley has taken
her fifth-graders on monthly field trips to the Sedgwick Reserve. En-
compassing nearly 6,000 acres in the Santa Ynez Valley near UC Santa
Barbara, Sedgwick, part of UC's Natural Reserve System, is noted

for both its large size aid its environmental heterogeneity. Corley’s
students are among the hundreds of underprivileged fourth- through
sixth-grade children to experience earth sciences in these remarkable
surroundings through UC Santa Barbara’s Kids in Nature program.

The program, the brainchild of UCSB adjunct professor Jennifer
Thorsch, brings classes to the reserve for regular visits. “When the
students are at Sedgwick, they are using all their senses to learn the
science that is being presented,” Corley explains. Seeing and touching
are the obvious ones, hut Corley’s students also are asked to smell dif-
ferent plants and to taste the edible ones. They not only spot a hawk
or Atorn waodpecker fying in che air; they also hear their cries.

SANTA ANA UC gaduare sitdents and undergraduates
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Dellvermg technology

UV Tuires provide clean wete o villagersin Srilanka

SREEANKA Access to clean water is always a primary concern in the
afterrnath of a natural disaster, and the southern Asia tsunami in 2004
was no different. Working with Sarvodaya, a Sri Lanka-based non-gov-
ernmental organization that focuses on relief and development of local
comrnunities, a group of UC Berkeley graduate students traveled to the
small island near India to train villagers to construct and install UV Tubes,
an affordable water treatment system developed in a Berkeley [aboratory.

Not only did the researchers make the design of the UV Tube intention-
ally s.mple, they make it freely available. and costs about $40, much like
open source computef‘ software. Essentially, water passing through a
stain‘ess steel-lined PVC tube is exposed to powerful ultraviolet light that
inactivates disease-catising pathogens. The device, which can disinfect
one gallon of water per minute and operate on 15 watts of power from a
solar panel, has been t2sted in Mexico and Haiti.

VALLEJO Chad Sterling admits it would have been easy to come
to the lab in the morning, ger caught up in research all day, and
not do anything else. But Sterling, a UC Davis compurter science
and engineering graduate student who grew up in Vallejo, felt
compelled to do more.

A leader of the Black Engineers’ Association, the campus chapter
of the National Society of Black Engineers whose mission is to in-
crease the number of culturally responsible black engineers who
excel academically, succeed professionally and positively affect
the community, Sterling sought out an opportunity to tutor and
mentor students in Vallejo public schools.

“It brought the college straight to the kids," says Jamie Kearns,

a teacher at Springstowne Middle School in Vallejo. Kearns'
eighth-grade algebra class was one of those that Sterling visited
as part of UC Davis’ Math, Engineering and Science Achievement
pragram, which heips students in disadvantaged schools prepare
for college. Kearns says many of her students had never known
anyone who had gone to college, much less visited one. In addi-
tion to the math tutoring, the program enabled them to tour the
UC Davis campus, where they saw a familiar face.

“Chad was there, and some of the kids already knew him, which
really helped them to make the connection that this could be
them one day,” Kearns says of Sterling, whose efforts were recog-
nized with a national 2005 Black Engineer of the Year Award in
graduate student leadership.
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Srories behind the images

1 The UC Education Abroad Program
provides academic exchanges and
integrates international curricula
and learning opportunities into the
Univers ty. Through institut onal partnerships
and initiatives, the program expands the context
and content of learning by exposing students
and facudty to the challenge s of diverse languages
and intellectual traditions, other approaches to
knowledge, and different cultural assumptions.

In 2005- 06, more than 4,500 UC students are ex-
pected o0 study abroad at cine of 150 institutions
in 35 countries. Through reciprocal agreement,
about 1,000 students from EAPs affiliate universi-
ties abroad will attend UC.

2 Just as computer software is

Lm rendered in long strings of Os and
15, the “so Tware” of life is repre-
sented by a string of four chemi-
cals, abbreviated as A, T, C,and G.
To understand the softwar 2 of either a computer
or a living organism, we must know the order, or
sequence, of these informative bits. The Depart-
ment of Energy’s Joint Gename Institute in Walnut
Creek combines the powerful DNA sequencing
resouri es of the three UC-managed national labo-
ratorie;, Lawrence Berkele', Lawrence Livermore
and Lo; Alamos, to help in the internationai effort
to und 2rstand the human genetic code.

3 Eachyear, UCS five medi-
cal centers in California treat
more than 125,000 patients,
resul:ing in more than
750,000 patient days, each
year. Ir, addition, outpatient visits to physicians in
UC-owned medical clinics total more than three
millior: visits annually. By nperating hospitals that
are responsible for care to uninsured and under-
insured patients in Sacramento, 5an Diego and
Orange counties, UC is a rnajor "safety net” health
care p.ovider.

'\
'F
*{

L

4 The UC system has a major impact on the
delivery of health care services in California. As the

A = state’s [a gest university hospital
systern and the fifth fargest health
care delivery system, UC provides
an unpaiatleled dimension of
integrated patient-care, research
and exducarion. The eight licensed general acure
care and two licensed acute psychiatric hospitals
at the five UC medical ce wers provide primary
care and more than 150 zreas of specialty care
medicine. Including residznts, nurses, technicians
and health administrators, UC has more than
18,801 health-care profetsionals and staff. UC’s
medical centers also extend their services through
comraunity-based offices, affiliations with non-UC
medi-al facilities and reg onal physicians networks,
which link physicians to LJC specialists.

26

‘ 5 The Seymour Marine Discovery

: ; Center at UC Santa Cruz's Long

P2 Marine Laboratory, on the bluffs

. overlooking Monterey Bay, offers a
wide range of marine science learning programs,
including programs for school groups, teacher
training programs, summer youth programs and
docent-led programs for the general public. Like
the Birch Aquarium at UC San Diego, the Seymour
center is dedicated to educating people about the
role scientific research plays in the understanding
and conservation of the worlds oceans.

6 With pioneering work by the
Scripps Insitution of Oceanogra-
phy at UC San Diego. the Univer-

i sity of California has been a leader
j in ocean science research, allowing
us to better understand, appreci-
ate and protect our ocean and planet. Scripps
researchers, like this one shown, are involved in
long-term ecological research of the California
Current, which extends from the Washington-Or-
egon border to Baja California.

7 California’s
agriculeure industry
accounts for more
than a millfon jobs, and the state produces more
than half of the nation’ fruits, nuts and vegetables.
California is the No. 1 agricultural state in the US.
and the country’s leader in agricultural exports.
Much of the success of the industry in California
can be traced 1o the influence of UC’s research and
extension programs. UC conducts agricultural,
nutrition and environmental research in more
than 50 departments within the UC system and
more than 30 research centers and facilities across
the state. California’s farmers and ranchers have
applied UC-derived knowledge and innovations to
achieve a steady record of economic growth over
the past half century while implementing manage-
ment and production practices that make their
operations the most environmentally compatible,
natural-resources-conscious and occupationally
safe in the counties they serve.

8 The Synthesis Center at the San
Diego Supercomputer Center on the
UC San Diego campus brings together
groups of collaborating scientists

and engineers for face-to-face sessions to address
science questions, using the tools provided by
cyberinfrastructure. Synthesis is at the heart of im-
portant efforts funded by the National Institutes
of Health and Department of Homeland Security.

9 The School of Veterinary
Medicine at UC Davis is the largest
veterinary school in the nation and
. % California’s only public veterinary
school. lt mcludes a teaching hospital, where fac-
ulty and staff treat about 30,000 animal patients

a year and where students learn clinical skills
involving the diagnosis, treatment and prevention
of animal disease in real-world cases. The school

is known as an international leader in educating
vererinarians in equine health. ~

g 10 While working with women in
the Santa Cruz County fail, then

UC Santa Cruz grad student Susan

% (reene {left) became frustrated by
what she saw as an endless cycle in which too
many inmates, released with little awareness of the
resources available to support them, would inevi-
tably be picked up again and again. She launched
Gertting Out and Staying Out, a bilingual program
to help women inmates prepare for a better life
after their release. The program has been so suc-
cessful that it receives funding from the Santa Cruz
County Sheriff's Office.

11 UG Davis researchers are study-
AN ing the effects of West Nile virus on
4 wild bird populations. They work
with the California Department of
fish and Game, which has the job
of conserving the state’s wild birds. The researchers

have developed molecular DNA tools to exam-

ine whether the virus is changing the population
structure of crows, Swainsons hawks and red-taiied
hawks statewide.

B 12 UC performance centers offer

| hundreds of educarional and hu-
manities programs in their commu-
3 nities to school children and adults.
+{ Designed to bring artists, audience
" and ideas together in meaningful
ways, these programs serve the
heart of the art and cultural centers’ mission: to
inspire, nurture and sustain a lifelong appreciation
of the performing arts.

r{% UC Santa Barbara, captured the pres-

- "i tigious 2005 John D. Isaacs Scholarship
- ' for her research on toxic algal blooms
while a senior at 5an Marcos High School in Santa
Barbara. Amiri's winning marine science project
sought to explain causes and cures for a very trou-
bling phenomena off the California coast, that of
toxic algal blooms, and her research furthered sci-
entists’ understanding of these seemingly random
toxic events. The saacs scholarship is administered
by the California Sea Grant College Program, a UC
systemwide program of marine research, extension
services and education activities.

Sadliia 14 UC scientists have been at the fore-
o front of advances, breakthroughs and
discoveries in medical research and

1 patient care. UCSF scientists, for ex-
ample, developed an improved magnetic resonance
imaging (MRI) device for detecting and monitoring
disease 30 years ago and continue to pioneer scien-
tific developments in medical imaging.

15 High school students from one of
. - e | San Diego's poorest neighborhoads are
g’ |earning science and preparing for col-
" lege through an ambitious educational

partnership that includes UC Davis. Additionally,
the program, Bahia, continues a long-term ecologi-
cal study in the Bahia de Los Angeles in the Sea of
Correz begun by UC Davis professor Gary Polis,




who dizd in the bay in a boat accident in 2000.
Bahia i a positive influencz in the students’ lives,
heips £ 1em grasp science znd its importance and
fosters self-confidence.

16 Loczted on an ancient
 marine “errace overlooking the
Monterey Bay, the UC Sanra
§ Cruz Arboretum occupies one of
the most propitious horticultur-
al sites in the world. The climatic
and topagraphic diversity allows
experim =ntation with almost
every species that might be grown along the coast
between San Diego and Crascent City, and the
diversity of the soils - the underlying rock includes
granite, schist, fimestone and several types of sand-
stone — can scarcely be marched anywhere. The
Arboretum has introducec many popular drought-
tolerant plants into the horticultural trade,
including California native: as well as exotic species
from Australia, New Zealand and South Africa. The
Arboretum is just one exarnple of a great public
resource that enriches our communities.

= 17 UC campuses are helping the
: state launch the clean-transpor-
tation revolution. At UC Davis.

: the Institute of Transportation
Studies, with 40 faculty, 15
research staff and 80 graduate students, is pioneer-
ing hydrogen-fuel researct and teaching. Sponsors
of the hydrogen research include 16 industry
partners such as the major automakers and oil
companies, Caltrans, the California Air Resources
Board, and the federal ene gy and transportation
departiments. UC President Robert C. Dynes takes
a spin in a hydrogen-powered Toyota SUV.

@ 18 The University of California

s provides the largest and most
! comprehensive pediatric medicine
capacity in the state. UC's medical
centers offzr a comprehensive
range ¢ f pediatric clinical tervices and research
programs, as well as education and advocacy for
childre and their families The UCLA and UC
San Francisco children’s he spitals are among the
nation’; top ranked pediatric programs. The Uni-
versity's childrens hospitals offer pediatric acute
care in all areas of pediatri: medicine — primary
care and more than 40 specialty and subspecialty
areas, including perinatal  nd neonatal units.

19 Charged with completing

a $32.5 million four-lane high-

way constrction projectin a
timely and cost-effective man-

ner, engineers at the California
Departme it of Transportation
sought assistance from expert farm advisers at

UC Cooperative Extensior. The result: a savings

of morz than $1 million and earlier completion of
the project. Just after construction began in March
2004, Caltrans staff noted :hat the method out-
lined for saving the topsoil — the firsg 16 inches of
soil typically contains a high level of nutrients, and

is typically put aside for future farming activities

- was both expensive and ineffective. In search of
a solution, Jay Goyal, the Caltrans project engineer,
called on UC Cooperative Extension’s Khaled Bali,
an expert in soils and irrigation engineering, and
Herman Meister, agronomy adviser. Within a day,
the Extension experts had begun a soil analysis
that led themn to conclude that saving the top

16 inches of soil wouldn't provide any significant
benefits for future agriculture at the site, and that
it would be more cost-effective to use that soil to
construct embankments in the areas where the
existing field hadn't been disturbed. The Federai
Highway Administration, which contributed funds
for the project, agreed with the recommendation.

20 The breathtaking beauty of Lake

f Tahoe is known worldwide, but

that beauty is fading. The basin is

an ecosystemn under considerable
stress, For 40 years, Professor Charles
Goldman and his colleagues at the UC Davis Tahoe
Research Group have devoted their work to un-
derstanding the complex dynamics between the
lake and the surrounding basin. They have recently
been joined by scientists from the University of
Nevada, Reno, the US. Forest Service, the US. Geo-
logical Survey and the Nevada Desert Research
institute, Collectively, they have assembled a
volume of knowledge about that ecosystem that is
unparalleled in environmental studies.

“gmn: 21 UC medical students and

i undergraduare pre-med students
) have created community health
clinics - run by student volunteers
- in underserved communities in
the cities and in rural settings. UC Irvine medical
students founded Clinica Carino that delivers
health-care services in a lower-income Santa Ana

neighborhood.

22 RUBI (a “Robot Using Bayes-
ian Inference™) is the evolv-

ing creation of the Machine
Perception Labaratory at UC
San Dlego RUBI is attending UCSD’s Early Child-
hood Education Center as part of a long-term
research study to investigate the uses of interac-
tive computers in educational environments and
to advance the field of real-time, social robotics.
RUBI is immersed for about an hour at a time in
the ordinary activities of the 10- to 24-month old
children at the education center. RUBI is capable
of tracking heads and detecting faces and basic
expressions. RUBI teaches the children songs and,
through the touch-screen on her belly, presents
them with interactive games so they can learn
colors, shapes and other materials targeted by the
developmental profile from the California Depart-
ment of Education.

23 California’s North Coastal
"upwelling” system is unlike
almost any in the world - sup-
porting a nutrient-rich and
diverse marine ecosystem in

which organisms such as salmon. sea lions, sea
birds, blue whales and great white sharks thrive.
Similar conditions can be found only in coastal
areas of Peru, the Canary islands and Africas
west coast. Determining what makes this coastal
upwelling system so productive and identifying
the keys to managing the marine resources that
depend on this system are among the critical
research issues addressed at UC Davis’ Bodega
Marine Laboratory on the Sonoma coast.

24 Culture and the arts thrive
on UC campuses. Student
performers, community and

L ethnic dancers and musicians,
world-renowned artists and
culeural icons, and thought-
provoking exhibits regularly

" wisit UCs 10 campuses. UC
campuses are rich culoural resources for California
communities, and are places where community
members, students, faculty and staff, and visitors
come 1o practice, enjoy and discover the arts.

25 The UC Davis Telehealth
Program promotes technological
solutions to improving health

-1 care in rural communities. Today,
UC Davis partners with many
community hospitals and clinics
throughout Northern California to provide Cali-
fornia residents and their physicians with access to
specialized medical care and education through
the use of telecommunications technology. Using
high-speed data lines linked to video units at the
UC Davis Medical Center and outlying California
hospitals and clinics, physicians and patients can
have a live interactive consultation with a UC Davis
specialist by simply dialing him or her up on video.

26 UC Riverside Alpha Center runs eight math-
MY emarics and academic
preparation academies for
public school students,
Y which includes Project
w GEMS (Girls Excelling in
- Mathematics with Suc-
cess} for middle school and high schoo! girls that
emphasizes science, technology and attending
college. GEMS aim is to motivate the girls to take
more math courses and consider careers that are
math-based. The program emphasizes community
service and exposes the students to successful
women role models.

27 As a th:rd—generatlon farmer and one of the

8 about the importance of UCSs
Kearney Research and Extension
Center amid ever-intensifying
globat competition. “We fook to
Kearney for sound science to help agriculture grow
and thrive,” he says. Located in the heart of the

San Joaquin Vailey, Kearney provides professional
management, land, labor and a variety of special-

27



ized facilities for agricultura and environmental re-
search projects, along with Extension educational
activities, for the benefit of all Californians. Qver
the course of four decades, Kearney scientists have
developed novel cultivation, pruning and planting
methods for the major valley crops while introduc:
ing newar specialty crops such as blueberries and
Asian eggplant. Kearney hai also been a chief test-
ing ground for sustainable farming methods such
as integrated pest managerent, biological control
and water conservation.

28 The University’s Education Abroad Program
- has had a presence in Western

University of Bordeaux. Today,

mare thin 2,500 UC students
{or 60 percent of Education Abroad participants}
are in one of the nine Western European countries
with EAP programs. Underscoring the region’s
importance in the global e zonomy, UC President
Robert C. Dynes traveled &3 France and England in
April 2005 to help strengtf en the University’s part-
nerships with academic institutions, industry and
government there and to rneet with UC students,
alurmni, faculty and staff. Dynes delivered a lecture
on “Intarnational Partnerships and the Global
Future of Higher Education” at Oxford University's
Said Business School. In Landon, he met with sci-
entists at the Royal Sociery and with government
officials and industry leaders to discuss possibili-
ties for more international research exchanges
and opportunities for more industry-university
collaborarion. tn Paris, Dynes rowred the Louvre

. Cyclotron and met with French governmentand
acadernic officials.

29 UC medical schools atzract more National
Institutes of Health funding than
any other medical educational
systernt in the country — nearly §1
billion in fiscal year 2004 alone,
These funds are a crucial invest-

v ; ment in research in California. In
ixﬁ“‘d contrast, the next largest univer-

- sity recipient received Jess than
half of the UC share. UC $an Francisco and UCLA
are amohg the Top-10 recipients of NIH awards to
medical schools nationally. UC medical discoveries
and inventions that have become indispensable to
medical practice worldwide include the Positron
Emiss on Tomography (P :T) scan, which visualizes
metabolic changes in the brain and body, and the
isolation of the insulin ge e, which led to the mass-
production of generically engineered insulin,

30 LIC Berkeley faculry and graduate students
are working with local
rsidents, non-govern-
riental organizations and
i dustry parcners in India
and Sri Lanka on low-cost,
13w-power information
systems that alert villagers

to dangerous weather. One system already in place
on the Indian coast saved lives in the catastrophic
rsunami that struck Southeast Asia in December
2004. As this villager explains, each day’s forecast

is downloaded via the Internet and broadcast by
bullhorns along the coast to warn of dangerous
storms. When the first tsunami hit the beach, the
system was used 1o clear the beach — only three
pecple were lost. The researchers are working to |
erect wireless networking antennas to provide
affordable and easy access to weather conditions
for Rishermen, crop prices for farmers, health news,
and, when possible, warnings of imminent disaster,

31 Some of California’s most talented and creative

32 School for Mathematics and

q Science (COSMOS) program, a
four-week summer residential
program offered at UC Davis, UC
Irvine, UC 5an Diego and UC Santa
Cruz. Students, chosen based on
their excellence in mathernatics
and/or science, experience what it is like to work
in instructionat laboratories with leading faculty,
vesearchers and graduate students exploring top-
ics ranging from computer science and molecular
biology to oceanography and engineering,

32 Complementing its departments in fine arts,

- architecture, music, litera-
ture, languages, and ethnic
studies, UC isalso home to a
number of prominent muse-
urns, such as UC Riverside’s
California Museum of
Photography (shown] and performing arts
centers. Local and internationally acclaimed visual
artists, musicians, actors and authors can work and
perform in facifities that are widefy used not only
by UC students and faculty, but also by the
general public. Every UC campus mounis a variety
of arts and lecture programs, musical events, and
cultural activities.

33 Many consumers of university extension

i programs seek to gain practical
knowledge for self-improvement
or career advancement. Not

; Laurie Brenner (shown on right):
¥ The 61-year-old, semi-retired hu-
" man relations consuftant simply
Z wanted to challenge herself by
learning more about topics that
interest her. At UCLA Extension’s Osher Lifelong
Learning Institute, Brenner found the perfect set-
ting for her intellectual pursuits. UCLA Extension
recently launched the institute, one of 61 funded
nationwide by the Bernard Osher Foundation
(several ather UC campuses are home to Osher
institutes) to provide opportunities for adults 5¢
and older interested in the sheer joy of learning
to be raught, along with like-minded individuals
from the community, by UCLA Extension’s expert
IASLruUCEoTrs,

L

34 UC faculty use technology in
imaginative ways to enrich their
students’ learning experience and
in this way conveying informarion
in novel ways. Here, UCLA profes-
sor Darig Nardi shows a student
how 1o set up a class robot. Using
simple programming language,
Nardi's students teach a robot - represented by
expressive faces on students” monitors ~ social skills
that mimic human responses. The professor won

a campus Copenhaver Award for Innovation in
Teaching with Technology in 2005.

35 Yo-Yo Ma is a internationally
acclaimed cellist who is among the
world-class artists who regularly

® perform on UC campuses. He is

an artist who is strongly commit-
ted to educational programs that
bring young audiences into contact
with music and the arts. Here, he
performs at UCLA,

36 tn addition vo faculty and
students, UC libraries ~ the largest
¥ educational library system in the

k world - serve Californians who
live and work outside campus

B borders. In 2001, in fact, more

7} than 15 percent of borrowing
from UC libraries was by non-UC
patrons. Moreover, library re-
sources such as computers, databases, classes and
outreach programs are available to the public and
widely used. UC libraries have taken advantage

of modern information technology to make their
holdings even more accessible ta the public. For
exampile, the California Digital Library provides
Internet-access to special collecrions and archival
marerial, supplernenting the physical collections.
The Online Archive of California, part of the digital
library. provides access to more than 6,000 collec-
tions of manuscripts and artwork in California; the
majority of the searches of this archive have been
by non-UC users.



Univ ersrty of seéVeral vears of substantial budget cuts. Yet, the Unnersrty faces srgmﬁcant

“education in Cahforrla The University's share of the state’s Genera' . ad has Gwindled
- frorr 7 percent in.1970 to'a

l h -

Mi SSAGE ?ROM THE SEN lOR VlCE PRfSlDENT
In May 2004, Govern or Schwarzenegger and President Dynes entered intoa Compact
that provided a multlyear framework for stabl.hzmg state support to the University. Wit
the stgmng of the 20€5-06 state budget m  July, the Governor honored the Compact,
prowdmg a $134 million, or ! 5 percent, increase in the University’s state allocation-to cover -
enro Iment growth mcreases ‘in faculty and staff compensatron the opemng of the UC

among other 1tems

Stabilizing state suppart isan essential ﬁrst step toward reversing the impact on: the

challe;:-as it ceeks to preserve the quality of its programs and historic commitment to -
gua.ranteemg access to all eligible students. Including the 6 percent cut taken in 2004-05,
the University’s state support has declined 15 percent over the last four years. During the
same period, student enrol].ment has mcreased 19 percent, as the University has contmued
to meet its commitm:nt to accept the growmg number of eligible students. These recent
state budg-- cuts only accelerate a longer term trend of declining state support for hrgher

roximately 3.5 percent today. . : . R

' "'Ihe University is ‘fortunate to have muIt1ple sources of revenue. As it absorbed another reduction in state funding in 2004-05,

the - University enjoyed modest gains in federal, state and private grants and contracts. Overall revenues from the five medical

centers increased nedrly 8 ércent. Private gifts to the University also remained strong in 2004-05. While gifts to the University "

have grown substantially i cent yeas, it is important to recognize that the vast majority of these gifts come to the University-as © -

“restricted funds: Flmdrng from the state, along with student fees, continues to pay for the core programs that are essential to the N

University's ablllty to mamtam excellence in its teaching and research.

Despite reduced staté support the Urmermty has continued to invest in the facilities and mfrastructure essential to accommodate o

“a rapidly growing student populatlon and to maintain the extraordinarily rich and varied instructional and research programs that -

constitute the core of the University’s mission. The state has assisted with support for a portion of the Umversxtys capital program.

Despite the fiscal challenges of recent years, UC Merced opened its doors this September to its first students. In domg so, the
Merzed campus becc mes the first new research university in the country to open in the 21 century. Thep presence of a new _
Umversrty of Cahfor 1ia campus in the heart of the Central Valley- promises to expand educational opportunmes toa regron of the .
state “that has been vcstly underrepresented at the University. :

The’ Cahforma Instltutes of Science and Innovation facilities have been completed at the San Diego, Santa Cruz, Imne and

- San Francrsco campflses and will be completed at Santa Barbara by the end of 2005. Financed by state, federal and private -

contnbutlons, the Intitutes. are a billion-dollar effort bnngmg together multiple scientific disciplines to expand the California
ecor ;omy into new ir: dustnes and markets while shrinking the amount of time that elapses between discovery in the laboratory
and practlcal apphcatlon ' :

Bmld out of UC San‘Francisco’s new Mission Bay campus continues with the complenon thlS year of the Quantltatrve Biomedical
Research Building, a new campus community center and four housing units. These facilities, added to the two existing biomedical
research buildings, total 1.34 million square feet of what is projected to be 2.65 million square feet of buildings on the Mission "~
Bav campus. In add tion, construction of two parking structures was completed ‘this year, with a combmed total of over 460 000

square feet. {

; : -
Thei University has mcreased the percentage of students housed on campuses éven as the Uruversrty has absorbed the
extraordmary enrollment growth caused by Tidal Wave ll. Between 1999-00 and 2004-05, the University has increased beds on

. carrpuses from 40, DUO to 56,000. By 2010-11, the University will house, in currently approved projects, at least 33 percent of its

stucents on campus,'up from less than 24 percent in 1999-00. In addition to student housing, many campuses — such as Irvine, =
Davrs, Santa Barbarc and Santa Cruz — have built, or are planning to build, more on-campus housing for staff and faculty

To mamtam quahty';;md access in these times of constrained budgets, the Umversrty must seek ways to reduce costs inifs business. -
operatrons In 200405, the University continued efforts to streamline and restructure administrative processes to gain efﬁc1enc1es
and explort other op portumtles to reduce costs. I would like to mention just a few of the many efforts throughout the’ Unrver51ty

to s Ve money a.nd r=duce costs: - :
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« || The Office of the President and the bnrvers1t)rs teaching hospltals have worked diligently to secure cost savings and to ensure

i that Medlcatdlreunbursements are aligned with the health-care services prowded Several cost-savings efforts deserve speaal
mention:. In the last year, the University moved to ensure that the teachmg hospitals were protected in the shift to-anew _
Medicaid* wzmr er That waiver allows hospitals to draw federal funds to pay for care to the poor and unmsured UcC hospttals :

i have the oppo Itu.mtv to secure $461 million in baseline federal furiding under a new MediCal waiver for the next five yedrs,

' as well as addmonal stabilization funding. The University also captured $106 million in Medicaid supplemental funds that

* were due to the teachmg hospitals for 2003-05 operations. In addmon, the teachmg hospltals gained savmgs from purchasmg

i contracts for pharmaceutlcals and medical surgxcal supplies. B T : -

As the Univers: iity faces steeply rising construction costs, i1-. arowng the efficiency and -<fectiveness of pro;ect del ivery
processes assumes particular urgency. In December 2004, the University brought together a committee of six outside. experts '
to examine th: University’s current construction practices and policies to detetmine opportunities for reducing costs :
 and streamlinl'ng project delivery from conception through design and constiuction. The committee recently presen*-d

{' its findings, w th recommendations focused on individual accountability for performance of campus capital prog: <ms,’

" simplifying a.nd streamlining project delivery processes and emphasmmg formal business case analysis tor capital planning

* and project decnston makmg

As aresult of Ihe Strateg1c Sourcmg Initiative, the University has put in place a number of contracts that seek to lever e
the size of the institution’s purchasing power to reduce procurement costs. As an indication of the success of the ongoing
strategic sourt: cing efforts, the Umvemty won U.S. Bank’s “Best-In-Class” award in May 2005 for its Purchasing Card (P Card) Sl
program. Conmdermg a mid-year conversion to the new strategic sourcing contract, the University has achieved . = :-ercent - -
annualized in:rease in spending on the card program with incentive dollars increasing 20 percent over the last year, to over -

$3 million. The University will continue to move forward with a number of contracts that explmt system -ide pL.rchasmg
power to secure favorable pricing.

« i With interest Irates near historic lows, the University is reﬁnancmg debt to substantially reduce costs of debt servi-~ ‘w0 |
years ago the tvaersﬂy refinanced $1.1 billion of outstanding bonds: In July 2005, the University refinanced an addltlonal
$562.6 ml]hon in outstanding bonds, gaining $25.8 million in present value savings over the next 30 years for a variety of
University pro] ects. In addition, the University has modernized its financing structures for instructional, research, auxiliary
and medical center projects to take advantage of the full spectrum of available credit and structuring strategles and to
increase the u1st1tut10ns debt capacity. The Umvermty is continuing to explore opportunities to capitalize on the market’s EZJl}
low interest r.ites and plans t6 issue additional debt this fall to lock in historically low interest rates for construction to be

- undertaken m the next two years. )

Ed

=i SinceJuly 20(4 all Umvermty projects are meeting, or exceeding, the standards set forth in the Green Bm.ld.mg De:ngn and

I Clean Enerngohqr adopted by the UC Board of Regents in 2003. The policy offers significant opportunities to, reduce

i long-term cos ts by increasing energy efficiency and securing savings in operations and maintenance over the useful life of
University failities. _Building on this existing policy, The Regents recently authorized development of guidélines to advance '

- sustainable transportation practices across the University campuses. In addition to establishing University benchmarks for =
reducing greeI nhouse gas emissions and setting other goals, the guidelines will also establish a framework for evaluatmg the .- |
economic and environmental costs of petroleumn and other transportation fuels, with the goal of determmmg a least-cost e "

© economic and environmental strategy for campus fleets.

. Eﬁ'orts to stre{a.mhne admm1strat1ve processes and reduce operanonal costs have been actively pursued at campuses, as L E
well as at the|systemwide level. A number of campuses have instituted their own initiatives to reduce costs by increasing '

» operatlonal efficiencies. UC Santa Cruz, for example, reported to The Regents in June 2005 on a major initiative undertaken B

4 by the campus to reduce administrative costs by re-thinking business processes in the areas of strategic sourcingande-

% procurement human resources, academic and financial information systems and information technology. Other campuses

i ‘have 1rnp1em1 ented similar efforts to examine admmnstratwe services with the goal of streamlining delivery of those: services.

Opportunities to reduce costs extend beyond streamlining of business operations. Unfunded statutory mandates imposed on
tite University haiire added significantly to the University's administrative burden in recent years. A UC Irvine study determmed
that between 1990-91 and 2004- -05, state and federal regulations and statutory mandates have increased by 96 percent, affecting
. admm:stratlve warkload in accounting, environmental health and safety, human resources and procurement. Using a comiposite
cf five administrative workload indices, the study identified a workload increase of 80 percent over the 14-year period. Through
eﬂicxency unprov=ments  that workload increase has been absorbed by essentlally the same number of employees S
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s duclining state support strains the ability of the University to meet its mission, the University has recently re-focused its
esources on effective responses to legistation that has significant fiscal impacts on the institution. The University has also moved
,udiciousty toward a more pro-active role in sponsoring legislation that may provide the University with opportunities to increase
efficiency and cost-efiectiveness in iis business and financial enterprises. For example, the University successfully sponsored
SB 439 (Simitian) to vharify current law to ensute the University coatinues to be able to participate in investment partnerships
and the public is adequately infermed regarding those investments. That portion of the University’s investment portfolio has
returnied over 37 percent anaually over the past 10 years — (ptaling over §1 biflion. The Univessity is also sponsoring legistation to
amend the Universiys competitive bidding requirernents, The proposed amendments would provide the University with greater
flexibility in carrying out construction work and generate significant savings while preserving the protections of public funds in
existing statute.

The University of California remaius the pre-eminent public institution of higher education in the world. A namber of tecent
studies ranking universities in the nation and the world affirm the extraordinary quality and productivity of the Universitys
instructional and research programs. Yet, long term declines in state support theeaten the University's eminence among
national and international institutions of higher education, The University faces increasing challenges as it seeks to maintain

the remarkable breadth and quality of its programs while continuing to honar its commitment to the state to provide access

to a rapidly growing population of eligible stadents. In times of constrained support, it is imperative that the University push
aggrassively to reduc: operational Cosis Lo ensuse available resources are directed to core programs. The University's challenge of
maintaining progran. excellence and access is uhtimately connected to the University’s central role in perpetuating the yitality and
competitiveness of the state of Californid's knowledge-based econory and the scientific and technological innovation on which

! WA

Joseph P Mullinix
Senior Vice President—Business and Finasnce

that economy r2sts,



MANAGEMENT'S DISCUSSION AND ANALYSIS

(Unoudited)

The objective of Mar.agement’s Discussion and Analysis is to help readers of the University of California’s financial statements
bettzr understand the financial position and operating activities for the year ended June 30, 2005, with selected comparative
information for the years ended June 30, 2004 and 2003. Certain revisions in classification, for comparability or for recent changes
to accounting princisles, have been made to the prior year information in order to correspond to the current year presentation.
This discussion has been prepared by management and should be read in conjunction with the financial statements and the notes
to the financial statements, Unless otherwise indicated, years (2003, 2004, 2005, 2006, etc.) in this discussion refer to the fiscal years
ended June 30.

The University of California’s financial report communicates financial information for the University of California (the
University), the University of California campus foundations (campus foundations} and the University of California Retirement
Syst:m {the UCRS) through {ive primary financial statements and notes Lo the financial statements. Three of the primary
statements, the statement of net assets, the statement of revenues, expenses and changes in net assets and the statement of cash
flows, present the financial position, changes in financial position and cash flows for the University and the affiliated campus
foundations. The financial statements for the campus foundations are presented discretely from the University. Two of the primary
statemnents, the statements of plans’ iduciary net assets and statements of changes in plans’ fiduciary net assets, present the
financial position and operating activities for the UCRS. The notes to the financial statements provide additional information that
is essential to a full understanding of the financial statements.

THE UNIVERSITY OF CALIFORNIA

The University of California, one of the largest and most acclaimed institutions of higher learning in the world, is dedicated to
excellence in teaching, research and public service. The University has an annual budget of over $19 billion and encompasses
ten campuses, five medical schools and medical centers, three law schools and a statewide Division of Agriculture and Natural
Resources. The University also operates and manages three national laboratories for the U.S. Department of Energy.

Campuses. The ten campuses are located in Berkeley, Davis, Irvine, Los Angeles, Merced, Riverside, San Diego, San Francisco,
Santa Barbara and Senta Cruz. All of the campuses offer undergraduate, graduate and professional education; the San Francisco
campus is devoted exclusively to the health sciences. The Merced campus opened this fall with an inaugural class of 875 students.

Health sciences. The Universily operates one of the nation’s largest health science and medical training programs. The
instructional program is conducted in 15 health sciences schools on six campuses. They include five medical, two dental, two
nursing, two public health and two pharmacy schools, in addition to a school of optometry and a school of veterinary medicine.
‘The University’s medical schools play a leading role in the development of health services and advancement of medical science
and research, '

Law schools. The University has law schools at Berkeley, Davis and Los Angeles. Also, the Hastings College of the Law in San
Francisco is affiliated with the University.

Agriculture and Natural Reserves. The Division of Agriculture and Natural Resources is a statewide research and public service
organization that serves a large and diverse agricultural community. The division conducts studies on the Berkeley, Davis and
Riverside campuses, on nine research and extension centers and on private land in cooperation with California producers. In
addition, research and educational programs are conducted in each of the state’s 58 counties, The Natural Reserve System includes
130,000 acres of protected natural land available for university-level instruction, research and public service.

University Extentsion. 'The foremost continuing education program of its kind in size, scope and quality of instruction, University
Extension offers mote than 18,000 self-supporting courses statewide and in several foreign countries.

National laboratories. Under contract with the U.S. Department of Energy (DOE), the University operates and manages the
Ernest Orlando Lawrence Berkeley National Laboratory and the Lawrence Livermore National Laboratory in California and the
Los Alamos Nationa. Laboratory in New Mexico. The laboratories conduct broad and diverse basic and applied research in nuclear
science, energy prod action, national defense and environmental and health areas.

Adoption of New Accounting Standards
The University’s financial statements are prepared in accordance with the accounting principles generally accepted in the United
States of America established by the Governmental Accounting Standards Board (GASB).



During 2005, the University adopted GASB Statement No. 40, Deposit and fnvestment Risk Disclosures. Although there is no effect
on net assets or changes in net assets resulting from this Statement, the investments and securities lending footnotes have been
expanded to provide additional information related to common risks of investments.

In addition, during 2005 the University also adopted GASB Statement No. 42, Accounting and Financial Reporting for Impairment
of Capital Assets and for Insurance Recoveries. This Statement requires an evaluation of prominent events or changes in
circumstances to determine whether an impairment loss should be recorded and whether any insurance recoveries should be
otfset against the impairment loss. The effect of the implementation of Statement No. 42 was not significant to the University's net
assets or changes in net assets for 2005 and there was no effect for 2004,

The University's Financial Position

$34,228

$32,949

$29,731

$18,978
$17,794
$16,448

§15,250 §15.155
$13,283

56364/

$8,676
$7,308

2005 2004 2003 2005 2004 2003 2005 2004 2003
Assets Liabilities ) Net assets
Bl Current M Noncurrent [ Ner assets in millions of dollars

The statement of net assets presents the financial position of the University at the end of each year. It displays all of the
University’s assets and liabilities. The difference between assets and liabilities is net assets, representing a measure of the current
{inancial condition of the University. At June 30, 2005, the University’s assets were over $34 billion, liabilities were over $15
billion and net assets were nearly $19 billion, an increase of $1.18 billion from 2004. Net assets increased by $1.35 billion at the
end of 2004 from 2003, -
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The major components of the assets, liabilities and net assets as of 2005, 2004 and 2003 are as follows:

(in miiliars of doliars}

2005 2004 2003
ASSETS
Investments $12.075 $11,557 $11,032
Invesiment of cash collateral 2578 3614 2367
Accounts receivable, net 1746 1,778 1704
Capital assets, net 15530 14,167 12,654
Orher assets 2299 1833 1974
Total assets 34,228 32949 29,731
LIABILITIES
Debt. including commercial paper 7945 > E 6,354
Securities lending collaterat 2578 3615 2367
Other liabilities 4727 4,627 : 4,562
Toral liabilities 15,250 15,155 13,283
NET ASSETS
Invested 'n capital assers, net of related debt 8108 7.560 6,845
Restricted:
Nonexpendable 823 776 739
Expendable 4556 4325 4126
Unrestricied 5,491 5133 4738
Total net assets $18.978 $17,794 $16,448

The University's Assels

Other assets
$2,299

| [ — s

Investments held
by trustees 5548

Capital assets, net

State ind federal
$15,530

government $560 Investments

$12,075 Pledges receivable, net $103

Medical
centers 5679

Notes and mortgages
receivable, net $286

Investment Inventories $124

incomr.e $68
DOE receivable $440

Investment of -_ Other current and
cash collateral

$2.578 - noncurrent assets $233

Other $539

Accounts
receivable, net

$1,746 | 2005 in miflions of doflars

The University’s total assets have grown to $34.23 billion in 2005, compared to $32.95 billion in 2004 and $29.73 billion in 2003,
primarily from increuses in investments and capital assets, although a substantial portion of the capital assets were financed.
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investments (in midions of doflars}

2005 $12,075
2004 $11,557
2003 511,032

The University’s irvestments totaled $12.08 billion at the end of 2005, $3.89 billion classified as a current asset and $8.19 billion
as a2 noncurrent asset. Investments classified as current assets are generally fixed or variable income securities in the Short Term
Irvestment Pool (3TIP) with a maturity date within one year. Given the current interest rate environment and near-term outlook,
maturities in the STIP have been shortened relative to 2004. Noncurrent investments are generally securities in the General
Eadowment Pool (GEP), other pools or securities that are separately invested, in addition to fixed or variable income securities in
the STIP with a maturity date beyond one year. The University’s investments, by investment pool, are as tollows:

{in milfions o dolgrs)

008 2004 2003
sTIp $ 6907 $ 6842 § 6844
GEP 4738 4,339 3983
Other 430 376 . 205
University investments $12,078 $11,557 §11,032

QOverall, investments increased by $518 miilion in 2005. Investments in the STIP increased by $65 million primarily due to
$207 million of STIP investment income, partially offset by $56 million net depreciation in the fair value of STIP investments
hatd at the end of 2005 as short-term interest rates continued to rise, and the routine timing of cash collections and payments.
Investments in the GEP and other securities increased by $453 million primarily as a result of $130 million of investment
ircome and $334 million of net appreciation in the fair value of investments, partially offset by $187 million of annual income
dwstributions to be used for operating purposes in 2006.

Curing 2005 the Universily recorded $273 million of net appreciation in the fair value of investments. The net appreciation in the
fair value of invesiments incorporates all changes in fair value, including both realized and unrealized gains and losses. The sale of
irvestments during the year resulted in a net realized gain of $205 million, consisting of $10 million in the STIP and $195 million
ir. the GEP and other investments. The security sales in GEP were necessary as part of the continuing transition of the University’s
e¢quity investment strategy from internal management to multiple external managers. The net unrealized appreciation during the
year in the fair value of investments held at the end of the year was $73 million, consisting of unrealized depreciation in the STIP
0f$66 million that was more than offset by unrealized appreciation in the GEP and other securities of $139 million.

Investments in 2024 of $11.56 billion grew from $11.03 billion in 2003, an increase of $525 million. Investments in the STIP
dzcreased by $2 miillion primarily due to $198 million of net depreciation in the fair value of STIP investments heid at the end
of 2004 as interest rates began to rise, substantially offset by $185 million of STIP investment income and the routine timing of
cash collections and payments. Investments in the GEP and other securities increased by $527 million as a result of increased
endowments, $122 million of investment income and $489 million of net appreciation in the fair value of investments, partially
offset by $182 million of annual income distributions used for operating purposes in 2005. In addition, although the investment
style did not change, the University transferred certain charitable trust assets from the GEP into other investment pools
throughout the yéar.

The total investment return for the GEP, representing the combined income plus net appreciation in the fair value of investments,
for 2005 and 2004 was 10.3 percent and 14.7 percent, respectively. The investment return for the STIP during 2005 and 2004 were
3.6 percent and 3.4 percent, respectively

In the process of implementing the November 2002 Regents-approved changes to the equity investment strategy, the GEP
continues ils transition from internal management to multiple external managers and from a single, actively managed large
capitalization strategy to a range of equity strategies. During 2003, the internally managed U.S. common stocks were transferred
into a Russell 300} Tobacco Free Index fund intended to mirror the returns of the broad U.S. stock market. In 2004 and 2005, the
University began -0 hire additional external managers to continue the diversification and transfer some of the holdings out of the
index fund. This transition will continue into 2006.
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Investment of cash eoilateral (in millions of dofiars)

2004

‘The University participates in a securities lending program incorporating securities owned by both the University and the UCRS
as a means to augment income. It is managed as a single program. For financial reporting purposes, cash collateral and the
asscciated liability related to securities specifically owned by either the University or the UCRS and lent to borrowers are directly
reported in the appropriate entity. Cash collateral and the associated liability related to securities in investment pools jointly
owr.ed by both the University and the UCRS and lent to borrowers are allocated to each entity on the basis of their proportional
owr.ership.

$3,614

At tae end of 2005, tae investment of cash collateral and the associated liability for collateral held by the University for securities
on loan at the end of the year decreased from 2004 by $1.04 billion. Fewer domestic equity securities specifically owned by the
University were loaned to borrowers for cash collateral at the end of the year. During 2005, interest rates were above 2004 levels
leading to an increase in both gross income and rebates, although there was a slight reduction in net income for the overail
program.,

At the end of 2004, there was a $1.25 billion increase in the University's investment of cash collateral compared to 2003. During
that year, rising interest rates and a positively sloping yield curve stimulated the lending activity for U.S. government securities, the
largast component of lending for cash collateral.

Accaunts receivable, net (in millions of doflors)

2005 $1,746

2004 $1,778

o [

Accounts receivable include those from the state and federal governments, associated with medical centers for patient care, from
investment activity nd from others, including those related to private and local government grants and contracts and student
tuition and fees. Receivables decreased by 532 million in 2005. Federal and state government receivables and various other
receivables collectively declined by $9 million and $35 million, respectively, however medical center receivables grew by $12

million.

In 2004, accounts re zeivable increased by $74 million from 2003. Receivables from federal and state governments increased only
slightly. The medical centers’ receivables increased by $41 million from 2003, censistent with medical center revenue growth.
Investment income “eceivables dropped by $6 million and other receivables increased by $26 million primarily due to the timing

of routine investmert sales.

Capital assets, net (in miflions of dofiars)

2005 §15,530

2004 $14,167
2003 $12,654

Capital assets include land, infrastructure, buildings and improvements, equipment, libraries, collections and construction in
progress. Capital assets, net of accumulated depreciation, increased by $1.36 billion to $15.53 billion in 2005 and by $1.51 billion
to $14.17 billion in 2:004.
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Capital asset activity consists of the following:

{in mithons of doflars)

2005 T 1004
Capital expenditures:
Land and infrastructure $ 59 S 8
Buildings and improvements 1418 903
Equipment 453 548
Libraries and special collections 124 112
Censtruction in progress, net 7 818
Capital expenditures 231 2467
Depreciation and amortization expense (955) (900}
Asser disposals, net (53 - {54)
Increase in capital assets, net $1,363 81513

As has been the case in recent years, the required spending for capital assets continues at a brisk pace in order to provide the
facilities necessar to accommodate current and future enrollment growth. These facilities include core academic buildings,
libraries, student services, housing and auxiliary enterprises, health science centers, utility plants and infrastructure and remote
centers tor educational outreach, research and public service. Overall capital spending declined by 3.9 percent in 2005, although a
significant amour.t of the spending continues for projects still under construction. At the end of 2005, the cost of projects under
eonstruction increased by $317 million, particularly at UCLA for both campus and health care facilities, bringing construction in
progress at the end of the year to $3.31 billion. Construction in progress was $2.99 billion at the end of 2004 and $2.18 billion at
the end of 2003.

Accumulated depreciation and amortization was $10.25 billion in 2005, $9.92 billion in 2004 and $9.29 billion in 2003.
Depreciation and amortization expense was $955 million for 2005 and $200 million for 2004. Disposals in both vears generally
were for equipment that was fully depreciated or had reached the end of its useful life.

Cther assets (in mulions of dolors)

2005 $2,299
2004 (PR

2003

Ctther assets, including cash, investments held by trustees, pledges receivable, notes and mortgages receivable, inventories and a
receivable from the DOE, increased by $466 million in 2005, mainly associated with cash and investments held by trustees.

Cash grew by $93 million due to deposits-in-transit awaiting investment in the STIP. Investments held by trustees at the end of
20405 increased by $373 million. Trustee-held investments associated with self-insurance programs were $70 million higher as the
contributions to the trust were greater than claim payments made this year. Trustee-held investments associated with long-term
d=bt grew By $302 million, $98 million related to proceeds from University debt offerings to be used for capital projects still under
construction and :5205 million for spending on capital projects that are supported by lease-purchase financing with the state of
California. Proceeds from the sale of the state’s lease revenue bonds are held and invested by the trustee, then distributed to the
University as the projects are constructed.

111 2004, other assets decreased by $141 million, mainly associated with the use of proceeds from debt offerings maintained
by trustees until required for capital projects and collections on amounts owed to the University by the Federal Emergency
Management Agency (FEMA).



The University's Liabilities

Acconnts payable $1,098
Accri ed salaries —
and benefits $636
Deferred revenue $611
Funds held for others $236
DOE liabilities §438 —

Debt, including
commercial paper

$7,945

Other liabilities
54,727

Commerciai
paper $550

Revenue bonds $4,955

Certificates of
participation $135

Federal refundable loans 3190

. Capital lease
Self insurance $562 —

obligations $1,883
Obligations under —

life income agreements 521 Student housing LLC

revenue bonds 5111

Other currentand —— Securities lending
noncurrent liabilities $935 collateral 2,578

Other borrowings $311

2005 in millions of dollars

The “Jniversity’s liabilities grew to $15.25 billion in 2005, compafed to $15.16 billion in 2004 and $13.28 billion in 2003, principally
a result of debt issuec. to finance capital expenditures that is nearly offset by lower securities lending collateral.

Debt, including commercial paper (in milions of dollars)

2004 $6,913
2003 $6,354

Capital assets are finenced {rom a variety of sources, including University equity contributions, federal and state support, revenue
bonuls, certificates of participation, bank loans, leases or structures that involve separate legal entities. Commercial paper and bank
loans provide interim financing. The University’s debt used to finance capital assets, including $550 million of commercial paper
outsianding at the end of all three years, grew to $7.95 billion at the end of 2005, compared to $6.91 billion at the end of 2004 and
$6.35 billion at the end of 2003.

Commercial paper is classified as a current liability. The current porﬁon of long-term debt, excluding commercial paper, declined
to $450 million in 205 from $587 million in 2004, primarily as a result of a $173 million drop in interim loans from the state for
capital projects refinenced by the state’s issuance of lease revenue bonds. However, at the end of 2005, the current portion of long-
term debt still iricludzs over $130 million of these interim loans from the state for capital projects that will be refinanced as lease
revenue bonds are is<ued by the state in the future.



Cutstanding debt increased by $1.03 billion in 2005 and $559 million in 2004. A summary of the activity follows:

{in millions of doffars}
2005 2004
ADDITIONS TO OUTSTANDING DEBT
General Revenue Bonds $ 2383 $ 1,300
Limized Project Revenue Bonds n
Hospital Revenue Bonds : 256
Capital leases 702 77
Smdent Housing LLC Revenue Bonds 110
Orther borrowings 287 453
Qther, inctuding bond premium, net 14 69
Additions to outstanding debt 1,768 2,158
REDUCTIONS TO QUTSTANDING DEBT
Refinancing and prepayments (510) {1357
Scheduled principal payments (204) {204)
Payments on other borrowings 2 (18)
Orther, including deferred financing costs, net (1 (17
Reductions tooutstanding debt (736} (1,596}
Net increase in outstanding debt s1o32 $ 559 .

During 2005, additions to outstanding debt totaled $1.77 billion, including bond premiums of $14 million. In August 2004, The
Regents authorized the University to issue Limited Project Revenue Bonds to finance auxiliary enterprises, collateralized by a
pledge consisting of the sum of the gross revenues of the specific projects, Subsequently, in September 2004, Limited Project
Revenue Bonds tataling $372 million were issued. The proceeds from these bonds were used to finance new facilities, pay issuance
costs and repay interim financing incurred prior to the issuance of the bonds. In January 2005, General Revenue Bonds totaling
$283 million were issued. These proceeds were used to finance new facilities, pay issuance costs and repay interim financing
incurred prior to the issuance of the bonds.

In December 2004, April 2005 and June 2005, the University entered into lease-purchase agreements, recorded as capital leases,
totaling $627 million with the state to finance the construction of various University projects. The state provides financing
appropriations to the University to satisfy the annual lease requirements. At the conclusion of the lease term, ownership transfers
to the University. In addition, other new capital lease obligations, generally for equipment, totaled $75 million.

The University also entered into a ground lease with a legally separate, non-profit corporation that is developing and will own a
student housing project on a campus through the use of a single-project limited lability corporation {LLC). The LLC, through
its conduit issuer, issued Student Housing Revenue Bonds totaling $110 million to finance the construction of a student housing
fzcility. The bonds are not collateralized by any encumbrance, mortgage or other pledge of property, except pledged revenues of
the student housing project, and do not constitute general obligations of the University. Further, the University is not responsible
for any payments related to the ownership, operation or financing of the student housing. However, under GASB requirements,
the financial position and operating results of this legally separate organization are incorporated into the University’s financial
reporting entity.

Cither newly originated borrowings in 2005 totaled $287 million, primarily loans from commercial banks to provide interim
financing as a supplement to commercial paper or tor capital projects supported by gifts to be received in the near future.

Reductions to outstanding debt in 2005 were $736 million, primarily consisting of $510 million for one-time principal payments
for the refinancing or refunding of previously outstanding capital leases ($10 million), payments on interim loans from the state as
lease-revenue bor ds were sold {$173 million) and refinancing of previously outstanding bank loans ($327 million); $204 million
for principal payments associated with scheduled debt service on revenue bonds, certificates of participation and capital lease
obligations; and $21 million for scheduled payments on other borrowings.

The state of Califcrnia, primarily through state financing appropriations, provided $142 million and $122 million in 2005 and
2004, respectively. of the University’s debt service requirements, mainly under the terms of lease-purchase agreements that are
recorded as capital lease obligations.
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Subsequent to the 2005 vear-end, in July 2005, the University issued $558 million of General Revenue Bonds to refinance certain
facilities of the University. Proceeds, including a bond premium of $33 million, together with certain Cniversity funds were used
tc refund $439 mi lion of outstanding Multiple Purpose Projects Revenue Bonds, $43 million of Research Facilities Revenue
Bonds and $81 million of certificates of participation.

Ir. addition, in October 2005, General Revenue Bonds totaling 3353 million were sold. Proceeds include a bond premium of $7
million and are available to finance new facilities, pay for issuance costs and repay interim financing incurred prior to the issuance
of the bonds. '

Also in October 2005, the University is proceeding with an offering statement for the issuance of Limited Project Revenue Bonds
totaling $618 million. The proceeds from these bonds will be available to finance certain auxiliary enterprises, pay for issuance
costs and repay interim financing incurred prior to the issuance of the bonds.

The University’s bond ratings have been affirmed at the Aa2 level by Moody’s Investors Service with a positive outlook and AA by
Standard & Poor’s with a stable outlook in connection with the sale of the University’s General Revenue Bonds in October 2005.

During 2004, addi-ions to outstanding debt totaled $2.16 billion, including bond premiums of $69 million.

In July 2003, The Fegents authorized the University to issue General Revenue Borids collateralized by certain operating and
nonoperating reveaues of the University. Subsequently, the University issued General Revenue Bonds totaling $1.3 billion, $914
million in September 2003 and $386 million in November 2003. The proceeds from these bonds were used to finance new
fazilities, repay interim commercial paper financing and refinance existing debt, including $817 million of outstanding Multiple
Purpose Projects Fevenue Bonds, $180 million of outstanding Housing System Revenue Bonds, $34 million of outstanding
Research Facilities Revenue Bonds and $164 million of outstanding certificates of participation.

In May 2004, the University issued Hospital Revenue Bonds totaling $256 million to finance a portion of the costs of constructing
replacement hospizal and certain other health care facilities associated with the UCLA Medical Center, refund $98 million of
pieviously outstan ling Hospital Revenue Bonds and extinguish $28 million in outstanding bank loans.

N>w capital lease cbligations for equipment totaled $77 million in 2004. Other newly originating borrowings totaled 5453 million,
including the $252 million increase in interim loans from the state under prospective lease-purchase financing arrangements and
a 3111 million increase in loans from commercial banks to provide interim financing as a supplement to commercial paper or for
capital projects supported by gifts to be received in the near future.

Reductions to outstanding debt in 2004 were $1.60 billion consisting of $1.36 billion for one-time principal payments for the
refinancing or refunding of previously outstanding bonds; $204 million for principal payments associated with scheduled debt
service on revenue bonds, certificates of participation and capital lease obligations; $18 million for payments on other borrowings
that generally have been refinanced; and $17 million of deferred financing costs (net of premium amortization).

Securiues ending collaveral fn mittons of dotiars:

2004 $3,615

$2,367

2003

Under the securities lending program, the University records a liability to the borrower for cash collateral received and held by
the University for securities on loan at the end of the year. All borrowers are required to provide additional collateral by the next
business day if the,value of the collateral falls to less than 100 percent of the fair value of the securities lent. Securities lending
ccllateral dropped;by $1.04 billion in 2005 and grew by $1.25 billion in 2004. The amount of the securities lending collateral
lizbility fluctuates directly with the investment of cash collateral as previously discussed.



Other liabilities in miltons of doliars)

2008 $4,727
2004 $4,627
2003 $4,562

Other liabilities consisl of accounts payable, accrued salaries and benefits, deferred revenue, funds held for others, the DOE
laboratories’ liabilities, federal refundable loans, self-insurance and obligations under life income agreements. Other Liabilities grew
by $100 million in 2005, primarily as a result of increases in vendor payables, particularly construction payables, of $35 million;
accrued salaries ¢f $17 million; deferred revenue of $10 million; funds held for others of $20 million; third-party payor liabilities
at medical centers of $30 million; and vacation leave of $30 million, partially offset by a $56 million reduction in benefit liabilities.

In 2004, other liabilities increased by $65 million as a result of a $59 million increase in routine, ongoing vendor payables.

The University’s Net Assets

Invested in capital assets, net of

Unrestricted §5,491 related debrt $8,108

Restricted, expendable
$4,556

Restricted, nonexpendable 5823

2005 in millions of dollars

Met assets represent the residual interest in the University’s assets after all liabilities are deducted. The University’s net assets have
grown to $18.98 tillion in 2005, compared to $17.79 billion in 2004 and $16.45 billion in 2003. Net assets are reported in four
major categories: invested in capital assets, net of related debt; restricted, nonexpendable; restricted, expendable; and unrestricted.

invested in capital assets, net of related debt fn mitons of dofiars)

2005 $8,108

$7,560

1004

2003 $6,845

The portion of ne: assets invested in capital assets, net of accumulated depreciation and the related outstanding debt used to
finance the acquisition, construction or improvement of these capital assets, grew to $8.11 billion in 2005, compared to $7.56
billion in 2004 and $6.85 billion in 2003. The increase in both years represents the University's continuing investment in its
physical facilities in excess of the related financing and depreciation expense and accounts for a significant portion of the
University’s overall increase in its net assets for both 2005 and 2004.



Restricted, nonexpendable (in millions of doflars}

2004 $776
$739

20063

Restricted, nonexpendable net assets include the corpus of the University’s permanent endowments and the estimated fair value of
planned giving arrangements. Substantially all of the increase in both vears is from new permanent endowment gifts received.

Restricted, expendable ‘a mithons of dotiors)

1005 $4,556

2004 $4,325

$4,126

2003

Restricted, expendable net assets are subject to externally imposed restrictions governing their use. These net assets may be

spent only in accorcance with the restrictions placed upon them and may include endowment income and gains, subject to the
University's spendir.g policy; support received from gifts, appropriations or capital projects; trustee held investments; or other
third party receipts. Net unrealized appreciation in the fair value of investments was the primary reason for the increase in value
in both 2005 and 2004. However, restricted net assets available for capital assets dropped by $72 million in 2005 because spending
for capital projects outpaced additions.

Unrestricted {n meions of sohars}

2004
2003

Under generally accepted accounting principles, net assets that are not subject to externally imposed restrictions governing

their use must be clussified as unrestricted for financial reporting purposes. Although unrestricted net assets are not subject to
externally imposed -estrictions, substantially all of these net assets are allocated for academic and research initiatives or programs,
for capital purposes or for other purposes. Unrestricted net assets include endowments and funds functioning as endowments of
$1.08 billion and 31 02 billion in 2005 and 2004, respectively. :

In August 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits
Otler Than Pensions, effective for the University's fiscal year beginning July L, 2007. Statement No. 45 requires accrual-based
measurement, recognition and disclosure of other postemployment benefits (OPEB) expense, such as retiree medical and
dental costs, over the employees’ years of service, along with the related liability, net of any plan assets. Currently, the University
records retiree medical and dental costs as they are paid and does not recognize the liability in the financial statements. The
University is currently evaluating the effect that Statement No. 45 will have on its financial statements, although it is expected
tha: there will be a significant increase in the University's operating expenses and liabilities, as well as a significant decrease in

untestricted net assets.



The Ustiversity's Rasults of Operations

The statement of ravenues, expe;lses and changes in net assets is a presentation of the University’s operating results. It indicates
waether the financial condition has improved or deteriorated. In accordance with GASB requirements, certain significant revenues
relied upon and budgeted for fundamental operational support of the core instructional mission of the University are mandated to
be recorded as noroperating revenues, including state educational appropriations, private gifts and investment income.

A summarized comparison of the operating results for 2005, 2004 and 2003, arranged in a format that matches the revenue
supporting the core activities of the University with the expenses associated with core activities, is as tollows:

{in vniilior:s of dotars)

2005 . 2004 2003

OPERATING NONOPERATING  TOTAL OPERATING NONO?ER.‘ATING‘ TOTAL OPERATING NONOPERATING  TOTAL

REVENUES
Student tuition and fees, net $ 1558 1,558 $ 1378 S 1378 S 1,097 § 1097
Stare educational appropr ations 52,463 2463 $ 2640 2640 $2932 2932
Grants and contracts 3977 3977 3826 3826 3.531 3531
Medical centers. educacional activities,
and auxiliary enterprises, net 5872 5872 5,454 5454 5007 5097
Deparmnent of Energy lab.oratories 4,146 4,146 4116 4116 4,173 4173
Prisate gifts 537 537 545 545 485 485
Investrent income 348 348 36 316 348 348
Otver revenues 376 121 497 347 116 463 325 93 413
" Revenues supporting ore activities 15,929 3,469 19,398 15121 3,617 18,738 14,223 3,858 18,081
EXPENSES
Salaries and benefits 8924 8924 8,628 8,628 8,233 8233
Schofarships and fedlowshi s 363 363 334 334 338 338
Utilities in m -279 279 247 247
Supplies and matefials 1707 1,707 1529 1,529 1,458 1458
Dearecation and amortization 955 955 590 900 838 838
Deaartment of Energy laboratories 4,112 4172 4.082 4,082 4,140 4,140
Int2rest expense 295 29 268 268 263 269
Otier expenses 21236 6 2242 2173 64 2237 2,164 17 218
Expenses associated with coreactivities 18,688 302 18910 17,925 R 18,257 17,418 286 17,704
Income (iess) from co-e activities $(2,679)  §3,167 488 $(2,804)  53.285 481 $(3,195) §3.572 377
OTHER NONQPERATING ACTIVITIES
Ne: appreciation in fair value of investments 78 g m
Gain (loss) on disposal of capital assets, nex (3N 13 1291
income before other changes in net assets 729 785 559
OTHER CHANGES IN NET ASSETS
State capital appropriatior s 189 17 223
Capital gifts and grants ng 320 390
Permanent endowments 48 24 25
Increase in net assets 1,184 1346 1,197
NET ASSETS
Beginning of year 11,794 16448 15.251
End of year $18,978 517,794 $16,448




Revenues Supporting Core Activities
Categories of both operating and nonoperating revenue that supported the University’s core activities in 2005 are as follows:

Student tuition
and fees, net $1,558

Nonoperating

revenues
$3,469 Grants and
contracts $3,977
Other
State educational revenues\
appropriations $2,463 $376

DOE

Private gifts $533 tab. . Medical centers,
aboratories . P
Investiment incorae $348 54,146 educatl?rfal.actlvmes,
" and auxiliaries, net $5,872

Other nonoperating revenues $121 d

2005 in millions of dollars

Revenues to support the University’s core activities, including those classified as nonoperating revenues, were $19.40 billion,
$18.74 billion and $18.08 billion in 2005, 2004 and 2003, respectively. These diversified sources of revenue increased in 2005 by
$6¢€0 million and in 2004 by $657 million. State of California educational appropriations, in conjunction with student tuition and
fees, are the core components that support the instructional mission of the University. Grants and contracts provide opportunities
for undergraduate and graduate students to participate in basic research alongside some of the most prominent researchers in

the country. Gifts to the University allow crucial flexibility to faculty for support of their fundamental activities or new academic
initiatives. Other significant revenues are from medical centers, educational activities and auxiliary enterprises such as student
housing, food service operations and parking.

Srabent titian snd fees, net i

2004 NI : : B s
2003 $1,097

Student tuition and fees revenue, net of scholarship allowances, grew in 2005 by $180 million and in 2004 grew by $281 million,
Scholarship allowances were $383 million in 2005, $338 million in 2004 and $235 million in 2003, The new fee revenue generally
repiaces state educasional appropriations. Consistent with past practices, approximately one-third of the revenue generated from
these fee increases was used for financial aid to mitigate the impact on needy students.

In 2005, enrollment was maintained at essentially the same level as in 2004. Fees for resident undergraduate and graduate students
rosz by 14 percent and 20 percent, respectively. Professional school fees rose by varying amounts and nonresident student tuition
was increased by 20 percent.

In 22004, enrollment grew by 4.0 percent and fees for all resident undergraduate and graduate students increased by 30 percent.
Prefessional school fees were also raised. Nonresident student tuition was increased by 10 percerit. University Extension revenue
cortinued to decline due to a reduction in enrollment.

The compounded ir.crease in student fees since 2003 was over 48 percent for resident undergraduate students and 56 percent for
resident graduate stadents. In addition, the compounded increase in student tuition for nonresidents was 32 percent.



State educational appropriations {n mitkons of doliars)

2005
2004
2003

Educational appropriations from the state of California declined in 2005 by $177 million. In 2004, educational appropriations
cdeclined by $292 million. This is the fifth year of budget reductions from the state that began in 2001 and included a round of
raid-year reductions in both 2003 and 2004. A wide variety of areas and programs have been affected including administration,
raaintenance, libraries, equipment, outreach, K-12 teacher development, public service and student services. In order to maintain
the quality of insteuction, student fees were increased to offset the reduction in educational appropriations.

Cirants and eovitys €18 fm mifions of delars)

2004 $3,826
2003 $3,531

Highlighting the continued competitive and effective nature of the University’s research enterprise, revenue from federal, state,
private and local government grants and contracts, including an overalf facilities and administration cost recovery ot $679 million,
$639 million and $586 million in 2005, 2004 and 2003, respectively, increased in both 2005 and 2004 as follows:

(in miions of dolicrs}

2005 2004 2003
Federai §2740 $2623 $2372
State 411 397 408
Private 681 653 620
Local 145 153 131
Grants and contracts revenue $3,977 $3,826 $3,531

In 2005, federal grants and contracts revenue, including the federal facilities and administration cost recovery of $556 million and
direct expenditures of $2.18 billion, grew by $117 million, or 4.5 percent. This revenue represents support from a variety of federal
agencies as indicazed below:

{in millions of dellars)
2005 2004 2003
Department of Health and Human Services $1,560 $1.457 $1,295
National Science Foundation 414 401 339
Department of Education 210 219 a9
Department of Defense 172 176 170
National Aeronautics and Space Administration 19 9 69
Department of Energy (excluding national laboratories) 78 7% 77
Orther federal agencies 187 203 213
Federal grants and contracts revenue $1,740 $2,613 $2,372 .

Siate grants and contracts revenue was up by $14 million, or 3.5 percent, including a $6 million increase in special appropriations for
AIDS, breast cancer and tobacco research. Although levels of private grants and contracts revenue at the campuses can be volatile
from year-to-year, overall it rose by $28 million (4.3 percent) due to several particularly large grants from private foundations. Local
government grants and contracts revenue fell by $8 million (5.2 percent).

a4



In 2004, overall revenue from federal, state, private and locat government grants and contracts increased by $295 million, or 8.4
percent. Federal grants and contracts revenue grew by $251 million, or 10.6 percent; state grants and contracts revenue declined by
$11 million, or 2.7 percent; private grants and contracts revenue grew by $33 million, or 5.3 percent, and local government grants
anc. contracts revemie rose by $22 million, or 16.8 percent.

Bia diral cenvers. sde cavional activities and awdliary enterprises, net (n mions of dofiars)

2005 $5,872

2004 $5,454

Revenue from medizal centers, educational activities and auxiliary enterprises of $5.87 billion in 2005 increased by $418 million,
or 7.7 percent, from 2004. In 2004, these revenues were $5.45 billion and increased $357 million, or 7.0 percent, from 2003,
Revenues for each activity are as follows:

{in miifions of doilars}

2005 2004 2003
Medical centers $3362 $ 3,680 $3413
Eduzational activities 1063 996 934
Aaxifiary enterprises, net 847 778 750
Medical centers, educational activities :
and auxiliary enterprises net revenues $5.872 55,454 $5,097

Melical center revenue in 2005 grew by $282 million to $3.96 billion and in 2004 grew by $267 million to $3.68 billion. The
revenue growth in both years is primarily due to renegotiated contracts, rate adjustments and a modest increase in patient activity
(2.z and 1.4 percent increase in patient days and 0.7 and 0.8 percent increase in outpatient visits for 2005 and 2004, respectively).
in zddition, non-recurring Medi-Cal disproportionate share payments of $55 million were received in 2005.

Revenue from educztional activities, primarily physicians’ professional fees, grew by $67 million in 2005, or 6.7 percent, and by $62
million, or 6.6 percent, in 2004 and was generally associated with an expanded patient base and higher rates.

Revenue from auxiliary enterprises, net of scholarship allowances, grew by $69 million in 2005, or 8.9 percent, and by $28 million
in 2004, or 3.7 percznt, as a result of the demand associated with enrollment growth, particularly for rooms in new residence halls
tha! generated an additional $50 million of revenue this year, and fee increases to support new and remodeled facilities in both
yeass. Scholarship allowances, generally for housing, were $85 million in 2005, $82 million in 2004 and $63 million in 2003,

D3 {aboratonias (nmillions of dofiars;
2004 E L o $4,116

2003 $4,173

The three national luboratories, with a combined workforce of approximately 20,000 employees, operate on federally financed
bucigets. Revenue for each laboratory in 2005, 2004 and 2003 is as follows:

(in mifiicns of doliars)

2005 2004 2003
Los Alamos Nationa Laboratory $ 2007 $ 2,057 $ 2129
Lawrence Livermore National Laboratory 1640 : 1,572 1570
Lawrence Berkeley Nationa Laborazory 439 487 474

DOE faborateries revenue $ 4,146 84,116 $4173




Los Alamos laboratory revenue dropped by $50 million in 2005 as operations were curtailed for several months during a review of
security procedures. Revenue declined in 2004 by $72 million as the laboratory required significantly less capital project funding
than in 2003 and completed cértain projects in collaboration with the Oak Ridge National Laboratory.

At the Livermore laboratory, additional revenue in both 2005 and 2004 is primarily related to the DOE’s emphasis on certain
Defense and Nuclear Technology initiatives and in 2004 on various projects sponsored by the Department of Homeland Security
znd Department of Defense, However, in 2004 there was also a reduction in capital spending requirements for the National
Ignition Facility that offset nearly all of the revenue increase.

The Berkeley laboratory’s growth over the past two vears has been primarily in the areas of Materials Sciences, Computing
Sciences and Genomics.

Compensation to the University under the contracts is based, in part, on performance and totaled $34 million in 2005 and $33
raillion for 2004 nd 2003. A substantial portion of the compensation is returned to the laboratories for research activities.

fin pfioons of doilrs

2005 $537

2006 } $545

2003

Private gifts, substantially all restricted as to use, dropped slightly to $537 million in 2005 from $545 million in 2004, yet

vere still substantially above the $485 million received in 2003, Gifts may be made directly to the University or through one

of the Universitys campus foundations. The University continues to be aggressive in develbping private revenue sources and
gifts received frora the campus foundations have generally increased over the past several years. In addition to private gifts

far operating puroses, gifts are also received for capital purposes—recorded as capital gifts and grants—and for permanent
endowments. The combined gifts for operating, capital and permanent endowment purposes totaled $803 million in 2005, $889
raillion in 2004 and $900 million in 2003. )

Byveslanend 81006 < fn millions of dofar;

2005 $348
2004
2003 $348

Investment income, principally consisting of $213 million from the STIP and $130 million from endowments invested in the
GEP, increased in 2005 by $32 million. Investment income from the STIP grew by $23 million in 2005 as short-term interest rates
rase and fell by $27 million in 2004 as short-term interest rates declined. The 2005 investment returns were 3.6 percent for the
University’s STIP (3.4 percent for 2004). Endowment income aiso grew by 510 million during 2605 and fell by $4 million during
2004. '

Other reven e fa misions of doflars)

2005 $497
2004

2003

Other revenues are from a variety of sources, including state financing appropriations. Collectively, they grew by $34 million in
2005 and by $45 million in 2004. State financing appropriations grew by $5 million and $23 million in 2005 and 2004, respectively.
Similarly, patent income rose by $11 million and $14 million in 2005 and 2004, respectively.



Exprenses Associated with Core Activities

Categories of both operating and nonoperating expenses related to the University's core activities in 2005 are as follows:

Nonoperating exp $302

Other operating expenses 52,236

DOE laboratories $4,112 Salaries and benefits $8,924

Depreciation and amortization $955

Supplies and materials $1,707 —

Scholarships and fellowships $363

Utilities $311

2005 in millions of doflars

Expenses associated with the University’s core activities, including those classified as nonoperating expenses, were $18.91
billion, $18.26 billion and $17.70 billion in 2005, 2004 and 2003, respectively. Expenses increased in 2005 by 5653 million and in
20C4 by $553 millio 1. Nearly half the University’s expenses are related to salaries and benefits and another 22 percent, or $4.11
billion, involve spending at the national laboratories. Salaries and benefits attributable to the emplovees working in the national
laburatories are incladed as [aboratory expenses.

Sakiries and benefits n miflons of doffors

2005

$8,924
2004 $8,628
2003 $8,233

There are over 121,000 full time equivalent employees in the University, excluding approximately 20,000 that are associated with
the three national laboratories. Salaries and benefits for 2003, 2004 and 2003 are as follows:

(e mrilions of doitars)

2005 2004 2003
Salaries and wages § 7441 $7,131 $6.891
Benefits : 1,483 T a7 1,342

Salaries and benefits 58,924 ] 58,628 58,233

During 2005, salaries and benefits grew by 5296 million from 2004, or 3.4 percent. Salaries and wages increased by $260 million,
or 5.6 percent, gene:ally related to new academic and administrative emplovees necessary to directly support the increase in
academic and research programs and higher wages and changes to staffing ratios associated with patient care activities. Benefit
costs increased by $36 million, or 2.5 percent. Increases in health insurance costs of $83 million, the employer portion of payroll
taxas of $16 million and fee remissions for graduate student teaching assistants in tandem with the additional student tuition
anc. fees this vear of $22 million were partially offset by declining workers’ compensation expenses of $85 million attributable to
changes in the regulatory environment.

In 2004, salaries ancl benefits grew by $395 million, or 4.8 percent. Salaries and wages increased by $290 million, or 4.2 percent,
generally for the sarie reasons as indicated for 2005. Benefit costs increased by $105 million, or 7.8 percent, as health insurance
cos:s and fee remissions for graduate student teaching assistants grew by $64 million and $23 million, respectively.



£ cholarships and feitowships {in millons of dofiars)

2005 5363

2004 $334

2003 $338

Scholarships and fellowships, representing payments of financial aid made directly to students, reported as an operating expense,
were higher by $29 million in 2005, or 8.7 percent, and were $4 million lower in 2004 than in 2003, or 1.2 percent. In addition,
scholarship allowances, representing financial aid and fee waivers by the University, are also forms of scholarship and fellowship
costs that increased in 2005 by 11.2 percent to $475 million and increased in 2004 by 40.9 percent to $427 million. However,
scholarship allowances are reported as an offset to revenue, not as an operating expense. On a combined basis, as the University
continues its commitment to provide financial support for needy students, financial aid in all forms grew to $838 million in 2003
from $761 million in 2004 and $641 million in 2003, an increase of $198 million over the past two years, or 30.9 percent.

Utilities “n muflions of doiiars}

2005 $311%
2004

003

Utility costs rose by $32 million in both 2005 and 2004. Almost three-quarters of the University’s utility costs are for electricity and
natural gas. In 2005, electricity costs rose by $12 miilion, or 8.7 percent, and naturat gas costs grew by $7 million, or 10.4 percent.
Electricity costs i:1 2004 increased by $14 million, or 10.6 percent, and natural gas costs grew by $12 million, or 18.4 percent.

Supplies and matarials fnmillions of dofiars;

2005 $1,707

2004 $1,529

2003 $1,458

During 2005, supplies and materials costs increased by $178 million, or 11.6 percent, and in 2004, by $71 million, or 4.9 percent.

1During the past two years, there has been intlationary pressure on the costs for medical supplies and laboratory instruments and
higher costs for general supplies necessary to support expanded research activity and student enrollment. In addition, in 2005 the

University’s capitalization threshold was increased to 83,000 from $1,500 resulting in $41 million of incremental expense this year.
“The University expects to gradually increase its capitalization threshold to 55,000 over the next several vears.

Depreciation and ammortization {in mihans of dotiars}

2005 5955

2004 $900

2003 $838

Higher capital spending over the past several years necessary to upgrade facilities and support both recent and anticipated
cnrollment grow h resulted in depreciation and amortization expense increasing to $955 million in 2005 from $200 million in
2004 and $838 million in 2003.

L



543 D fabor atories (i millons of dollars}

2004 | $4,082

‘DOE laboratories’ ex;penses rose by $30 million in 2005 and declined by $58 million in 2004. Salaries and benefits are the
predlominant expenses at the laboratories, nearly $2.23 billion in 2005, and spending patterns for capital assets are generally

resp onsible for most of the extreme vear-to-year variations. In 2005, combined salaries and benefits increased by $43 million.
However, lower sper.ding for non-personnel costs at Los Alamos, attributable to curtailed operations for several months, offset
other cost increases at Livermore and Berkeley. In 2004, combined salaries and benefits rose by $112 million, but were more than
offszt by a $103 million reduction in spending for capital assets and a decrease of $40 million for supplies and materials.

infcrest expese (n mions of doilrs}

2005 $296

2004 5268

Interest expense, reported as a nonoperating expense, increased by $28 million in 2005 and declined by $1 millien in 2004, The
University incurred additional interest expense for commercial paper and for new bonds issued during the past three years,
although the weighted average interest rate of the overall portfolio has decreased over the past two years due to refinancing
previously outstanding bonds at lower rates. Lower interest rates in 2004 for commercial paper used for interim financing, along
witl higher capitalized interest on projects under construction during 2004, resulted in no significant change to interest expense -
from 2003. '

R BF CHPRRSES in inifons of dottors)

Other expenses, incliding other nonoperating expenses, increased by $5 million in 2005 and $56 million in 2004. Nominal
incrzases in a variety of expense categories this year were offset by a $51 million decline in bad debt expense at the medical centers
due to an emphasis on collection efforts throughout the year.

In 2304, other expenses included a one-time $54 million transfer to the state in conjunction with an agreement surrounding the
disposition of proceeds from the sale of excess land in Southern California recorded as an expense in the nonoperating category.

In azcordance with the GASBS reporting standards, operating losses were $2.68 billion in 2005, $2.80 biilion in 2004 and $3.20
billin in 2003. Howzver, these operating losses were more than offset by $3.17 billion, $3.29 billion and $3.57 billicn of net
revenue and expensés in 2003, 2004 and 2003, respectively, that are required by the GASB to be classified as nonoperating,

but clearly support operating activities of the University. Therefore, revenue to support core activities exceeded the associated
expenses by 5488 mi:llion in 2005, $481 million in 2004 and 5377 million in 2003. This income is restricted by either legal or
fiduciary obligations, allocated for academic and research initiatives or programs, necessary for debt service or required for capital

purposes.

Other Nonoperating Activities .

The University’s other nonoperating activities, generally non-cash transactions and, therefore, not available to support operating
expenses, are the net appreciation or depreciation in the fair value of investments and the gain or loss on the disposal of capital
assets. In general, the net appreciation or depreciation in the fair value of investments is the predominant reason for the variation
in the University’s increase or decrease in net assets from year-to-year.



Net appreciation in fair value of investments (in millions of dollars)

2005 $278

2004 529

2003

In 2005, the University recognized net appreciation in the fair value of investments of $278 million compared to $291 million
of net appreciation during 2004 and $211 million in 2003. As short-term interest rates began to rise toward the end of 2004,
znd continued inzo 2005, the fair value of certain securities in the fixed-income portfolios generally declined resulting in net
unrealized depreciation. However, as equity markets delivered reasonable gains over the past two years, the equity portfolios
sppreciated in va ue.

{iain (loss) on disposal of capital assets, net of proceeds ‘in muions of dofiars)

2005

2004

Disposals and write-offs of capital assets resulted in a toss of $37 million in 2005 compared to a $13 million gain in 2004, Tvpically,
routine disposals result in a slight loss, although during 2004 the University sold excess land in Southern California at a gain of
$53 million.

$13

Other Changes in Net Assets

Similar to other ronoperating activities discussed above, other changes in net assets are also not available to support the
University’s operating expenses in the current year. State capital appropriations and capital gifts and grants may only be used for
the purchase or construction of the specified capital asset. Only income earned from gifts of permanent endowments is available
in future years to support the specified program.

Stare capital appropriations ‘n mitons of doffars)
el

2005
2004 5217
5223

2003

The University's enroliment growth requires new facilities, in addition to continuing needs for renewal, modernization and seismic
correction of existing facilities. Capital appropriations from the state of California decreased by $28 million in 2005 and by $6
raillion in 2004. The 2004 and 2003 capital appropriations are from the 2002 bond measure approved by the California voters.

{apital gifts and grants (in millens of dotiars)

2005
2004

2003 $390

Capital gifts and grants decreased by $102 million in 2005 and $70 million in 2004, This decrease was largely a result of a $61
raillion decline in the receipt of FEMA grants, primarily for the replacement hospital at UCLA, and a $12 million reduction in
gifts of intangible assets, partially offset by significant gifis of software licenses of $24 million. In 2004, while FEMA grants were
$88 million less than in 2003, the University recorded a $32 million non-recurring donation of land.



Permanent endowm:2nts (in miions of dollars)

2004 524

Gilts of permanent endowments to the University doubled in 2005 to $48 million from $24 million and $25 million in 2004 and
2003, respectively, as the University continues to place significant emphasis on private giving.

The University's Cash Flows

The statement of cash flows presents the significant sources and uses of cash. The University’s cash, primarily held in demand
deposit accounts, is ‘ninimized by sweeping available cash balances into investment accounts on a daily basis.

A summary compar son of cash flows for 2005, 2004 and 2003 is as follows:

(in mthors of doflars}

2005 2004 2003

Cash received from operations $ 11,567 $ 10714 $ 9801
Cash payments for operations {13.389) {12,662} {12,080}
Net cash used by operating activities {1,822} {1,948) {2,279}
Net cash provided by noncapical financing activities 3049 3,201 3399
Net cash used by capital and relared financing activiries 11.291) (1,353) i1,100)
Net cash provided {used] by investing activites 157 74 155}
Netincrease (decrease)in cash 93 {26) (35)
Cash, beginning of year 71 97 132
Cash, end of year - 5 164 § T $ 97

'The University’s cash in demand deposit accounts increased by $93 million in 2005 compared to declines of $26 million in

2004 and $35 million in 2003. Over $1.82 billion of cash was used for operating activities in 2005, offset by $3.05 billion of cash
provided by noncapital financing activities. Similarly, in 2004, $1.95 billion of cash was used for operating activities, offset by $3.20
billion of cash provided by noncapital financing activities. Noncapital financing activities, as defined by the GASB, include state
educational appropriations and gifts received for other than capital purposes that are used to support operating activities.

Cash of $1.29 billior. and $1.35 billion in 2005 and 2004, respectively, was used for capital and related financing activities,
primarily for purchases of capital assets and principal and interest payments, partially offset by sources that include new external

financing, state and federal (FEMA) capital appropriations and gifts for capital purposes.

Cash provided by investing activities totaled $157 million in 2005 and 574 million in 2004. The differences are a result of the
routine timing of inestment transactions and greater investment income.



THE UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS

The Regents have approved the establishment of separate foundations at each individual campus to provide valuable assistance in
fundraising, publ:c outreach and other support for the missions of the campus and the University. Although independent boards
govern each of th2se ten foundations, they are affiliated with, and their assets are dedicated for, the benefit of the University of
California,

The Campus Foundatiens’ Financial Position

The campus foundations’ statement of net assets presents their combined financial position at the end of the year. It displays all of
the campus founclations’ assets, liabilities and net assets. The difference between assets and lmblhtles are net assets, representing a
raeasure of the current financial condition of the campus foundations.

$3,783

$3,250

2005 2004 2003 1005 2004 2003 2005 2004 2003

Assets Liabilities Met assets
M Current [ Noncurrent [l Net assets in millions of dollars




The major components of the combined assets, liabilities and net assets of the campus foundations at 2003, 2004 and 2003 are as
follows:

{ira reaillguts of doflars)
2005 2004 2003
ASSETS
Investments §2950 § 2,597 $2223
Investment of cash collateral 288 266 170
Pledges receivable, net 427 453 403
Orher assets 18 125 110
Totalassess 3,783 3,641 2,906
LIABILITIES
Securities lending collateral 288 266 170
Obligations under life income agreements 162 154 142
Other liabilities 83 % 87
Total liabilities 533 511 399
NET ASSETS
Restricred:
Nonexpendable 1,360 1,226 1.066
Expendable 1874 1,696 1419
Unrestricred 16 8 22
Total net assets 53,250 $2,930 $2.507

Assets. Investments .n 2005 grew by $353 million. The significant changes were $122 million of new permanent endowments, $151
million of net appreciation in the fair value of investments, net collections on cutstanding pledges as pledge payments exceeded
nev/ pledges and investment income. The net appreciation in the fair value of investments incorporates all changes in fair value,
including both reali;:ed and unrealized gains and losses. The sale of investments during the year resulted in a net realized gain of $86
million. The net unrzalized appreciation during the year in the fair value of investments held at the end of the year was $65 million.

Investments in 2004 grew by $374 million, generally resulting from $113 million in new permanent endowments, $221 million
of net appreciation in the fair value of investments, investment income and a change in accounting principle to include as an
invastment the valu: of externally-held irrevocable trusts. The sale of investments during the year resulted in a net realized gain
of 480 million. The aet unrealized appreciation during the year in the fair value of investments held at the end of the year was
$141 million.

The Board of Trustees for each campus foundation is responsible for its specific investment policy, although asset allocation
guidelines are recommended to campus foundations by the Investment Committee of The Regents. The Boards of Trustees may
determine that all o: a portion of their investments will be managed by the University's Treasuser. The Treasurer managed $861
million and $714 mdlion of the campus foundations’ investments at the end of 2005 and 2004, respectively.

The campus foundations’ statement of net assets includes an allocation of the University’s securities lending assets and liabilities

at the end of each year and income and rebates for the year, in accordance with their respective investments with the University.
One campus foundation participates directly in its own securities lending program. The investment of cash collateral and refated
securities lending liability allocated by the University to the campus foundations totaled $231 million and $226 million at 2005
and 2004, respectively. The campus foundation with direct participation loaned securities for cash collateral of $57 million and $40
mi'lion at the end of 2005 and 2004, respectively.

Cevtain campuses and campus foundations have comprehensive fund-raising campaigns underway, raising both gifts and pledges.
Pledges receivable, representing gifts to be received in the future, declined by $26 million in 2005 to $427 million, primarily due to
a significant pledge payment in 2005 at the Davis campus foundation, after growing in 2004 by $50 million.



Liabilivies. Total campus foundations’ liabilities were $533 million in 2005 compared to $511 miltion in 2004. Substantially alt of
the increase resulrs from the securities lending program discussed above,

Net assets. Net astets are reported in certain categories based upon the nature of the cestrictions on their use.

Festricted, nonexpendable net assets include the corpus of the campus foundations’ permanent endowments and the estimated
fair value of certa'n planned giving arrangements. The increase is primarily attributable to new permanent endowment gifts
raceived, partially offset by an increase in the estimated liability to beneficiaries of the planned giving arrangements.

Festricted, expendable net assets are subject to externally imposed restrictions governing their use. These net assets may be spent
cnly in accordance with the restrictions placed upon them and may include endowment income and investment gains, subject to
each individual czmpus foundation’s spending policy; support received from gifts; trustee held investments; or other third party
receipts. New gifts and net appreciation in the fair value of investments were the primary reasons for the increase in value in 2005
and 2004.

Under generally accepted accounting principles, net assets that are not subject to externally imposed restrictions governing their
use must be clagsified as unrestricted for financial reporting purposes.

Effective at the beginning of 2004, the Berkeley campus foundation began recording the fair value of its estimated remainder
interest in externcity held irrevocable trusts that will not became a permanent endowment upon distribution. Previously, the
campus foundaticn had recorded its remainder interest only upon receipt of the assets as a result of the termination of the trust,
Adoption of this policy is reflected as a change in accounting principle in the campus foundations’ statement of revenues, expenses
and changes in net assets. The effect of this change in 2004 was 10 increase net assets by $33 miltion. This amount represents the
campus foundatica’s remainder interest in the fair value of these trusts discounted to a present value.



The Campus Foundztions’ Results of Operations

54019 $404

$355

Reveriues Expenses Nonoperating Other changes in
revenues net assets

B 2005 H 2004 M 2003 in millions of dollars

The campus foundat ons’ combined statement of revenues, expenses and changes in net assets is a presentation of their operating
results for the year. It indicates whether their financial condition has improved or deteriorated during the year. A summarized
comparison of the operating results for 2005, 2004 and 2003 is as follows:

(i itiors of dofars)

2005 ° 2004 2003
OPERATING REVENUES
Private gifts $ 3 $ 407 5 280
Other revenues 8 2 1
Total operating revenues 340 409 282
OPERATING EXPENSES
Grants to campuses 344 390 293
Other expenses n 14 9
Total operating expenses 355 404 302
Operating income {Joss) (15) 5 {20)
NONOPERATING REVENUES (EXPENSES)
Investment income 62 55 54
Net appreciation in fair value of investments 151 ' a1 32
Cther nonoperating expenses (4} (8)
Income before other changes in net assets 198 277 58
OTHER CHANGES IN NET ASSETS
Permanent endowments 122 113 98
Increase in ner assets 320 390 156
NET ASSETS
Beginning of year, as reported 2930 2.507 . 2,351
Cumulative effect of a change in accounting principle 33
Beginning of year, as restated 2,540

End of year : : §3,250 $2,930 $2,507




Operating income (loss). Operating revenues generally consist of current-use gifts, including pledges and income from other fund-
riising activities, although they do not include additions to permanent endowments and endowment income. In 2005, operating
rzvenues declined by $69 million. Comparisons to the prior year are affected by significant gifts in 2004 at both the Berkeley and

* San Prancisco campus foundations that boosted private gift revenue in that year by $127 million from 2003 levels.

Operating expenses generally consist of grants to University campuses, comprised of current-use gifts and endowment income
and other expenses, including gift fees. Grants to campuses typically follow the pattern indicated by private gift revenue, however
the campus’ programmatic needs are also taken into consideration, subject to abiding by the designated purposes of gifts to the
endowment and the amounts available for grants in any particular year.

Frivate gift revenue includes pledges, a non-cash operating revenue. Grants to the campuses can only be made when the cash is
received and, in addition, also include endowment investment income, classified as nonoperating income. Therefore, operating
losses can occur when grants distributed to the campuses in any particular year exceed private gift revenue,

Monoperating revenues (expenses). Nonoperating revenues or expenses include net investment income, net appreciation or
depreciation in the fair value of investments and adjustments to gift annuity and trust liabilities. Investment income of $62 million
was up from $55 million in 2004 and $54 million in 2003. Due to the performance of the financial markets in 2005 and 2004, the
campus foundations reported $151 million and $221 million, respectively, of net appreciation in the fair value of investments.

Other changes in net assets. Gifts of permanent endowments of $122 million in 2005 grew by $9 million from 2004 levels. In 2004,
gifts of permanent endowments grew by $15 million from 2003,

The Campus Foundations’ Cash Flows
The campus foundations’ combined statement of cash flows presents the significant sources and uses of cash and cash equivalents.
A summary comparison of cash flows for 2005, 2004 and 2003 is as follows:

o dnmiions of doftars)

2005 2004 2003

Cash received from private gifts s 3® $ 343 S 268
Cash payments for grants : (370) (408) (292)
Orher cash recelpts {payments}, net 4 i2) 1
Net cash used by operatingactivities (28) (67) (23}
Net cash provided by noncapital financing activities 107 104 80
Net cash used by investing activites (88) (16} (53}
Net increase {decrease) in cash (9) 21 4
Cash and cash equivalents, beginning of year 89 68 64
Cash and cash equivalents, end of year $ 80 s 89 $ 68

_ Cash and cash equivalents dropped to $80 million in 2005 from $89 million in 2004, a decrease of $9 million. In 2004, cash
increased by S21 million. Cash used by operating activities was 528 million in 2005 compared to $67 million in 2004 due to
refatively high cash grants sent to campuses in the prior year, as opposed to being invested. As discussed above, cash payments
for grants are an nperating activity, but these payments also include investment income which is an investing activity. In addition,
while the trend is for grants to campuses to coincide with contributions revenue, the timing may not always occur in the same
year. Cash provided by noncapital financing activities primarily results from cash gifts to permanent endowments.



THE UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM {UCRS)

The UCRS is a valuable component of the comprehensive benefits package offered to employees of the University. The UCRS
consists of the University of California Retirement Plan (the UCRP), a defined benetit plan for members: the University of
Cal:fornia Retiremeat Savings Plans that include three defined contribution plans (the DCP, the 403(b) and the 457(b} plans}
to complement the defined benefit plan, with several investment portfolio options for participants’ elective and non-elective
contributions; and the Public Employees Retirement System Voluntary Early Retirement Incentive Program (PERS-VERIP) for
certain University emnployees who elected early retirement.

The UCRS’ Financial Position

565,094

$53,231

552,329

$49,340

$11,863

Assets Liabilities Net assets

H 2005 % 2004 = 2003 in millions of dollars

The statement of plans’ fiduciary net assets presents the financial position of the UCRS at the end of the fiscal year. It displays all of
the setirement systemn’s assets, liabilities and net assets, The difference between assets and liabilities are the net assets held in trust
for pension benefits. These represent amounts available to provide pension benefits to members of the UCRP and participants in
the lefined contribution plans and the PERS-VERIP. At June 30, 2005, the UCRS plans’ assets were over $65 billion, liabilities were
nearly $12 billion and net assets held in trust for pension benefits exceeded $53 billion, an increase of $3.89 billion from 2004, Net
assets increased in 2304 by $5.18 billion from 2003.



The major compouents of the assets, liabilities and net assets available for pension benefits for 2005, 2004 and 2003 are as follows:

(in miilions of doilars)

2005 2004 2003

ASSETS
Investments $ 51,372 § 47,003 $42,325
Participants’ interes: in external mutual funds 2359 2,083 1,589
Invesement of cash collateral 10,894 9,293 8019
Other assets 459 534 39

Total assets 65,094 58,918 52,329
LIABILITIES
Secusities lending collateral 10891 9,299 8018
Othes liabilities 972 279 155

Total fiabilicies 11,863 9,578 8,173
NET ASSETS HELD IN TRUST

FOR PENSION BENEFITS

Members' defined benefit plan benefits 41936 39.263 35.398
Participants’ defined contribution plan benefits 11,295 10,077 8758

Total net assets held in trust

for pension benefits $53,231 $49,340 $44,156

Assets. UCRS investments, including participants interest in external mutual funds, totaled $53.73 billion at the end of 2005
compared to $49.C9 billion at the end of 2004, an increase of $4.64 billion, including security purchases yet to be settled of $845
million. The increase, net of future settlements of security purchases, was generally a result of $3.18 billion net appreciation in the
fair value of investments, $924 million in contributions to the UCRS and $1.51 billion in net investment earnings, partlallv offset
by benefit payments of $1.69 billion.

Ir. 2004, UCRS investments, including participants’ interest in external mutual funds, increased by $5.17 billion, including $175
million of security purchases settled after year-end. Similar to 2005, the net increase was primarily a result of $4.56 billion net
appreciation in the fair value of investments, $810 million in contributions to the UCRS and $1.31 billion in net investment
earnings, partially offset by benefit payments of $1.46 billion.

The net appreciation in the fair value of investments includes both realized and unrealized gains and losses. In 2005, the sale of
investments resulted in a net realized gain of $926 million. Net unrealized appreciation of $2.25 billion during the year in the fair
value of assets held in the UCRS investment portfolio was recorded. During 2004, the sale of investments resulted in a net realized
gain of $4.37 billicn. In addition, there was $192 million of net unrealized appreciation in the UCRS investment portfolio during

the year.

As is the case with the University’s GEP and discussed previously, the UCRS continues its transition from internal management
te multiple extern il managers and from a single, actively managed large capitalization strategy to a range of equity strategies. The
transition will continue into 2006.

During 2005, participants’ interesl in external mutual funds, representing defined contribution plan contributions to certain

external mutual fends on a custodial plan basis, grew by $276 million to $2.36 billion primarily through a combination of $201
million of participant contributions, $160 miltion of investment earnings and appreciation in the fair value of investments and
$25 million transferred from University managed investments, partially offset by $110 million of participant withdrawals. In 2004,
participants’ interest in external mutual funds grew by $494 million to $2.08 billion generally through $225 million of participant
contributions, $255 million of investment earnings and appreciation in the fair value of investments and $63 million transferred
from University managed investments, partially offset by $89 million of participant withdrawals.

Along with the University, the UCRS participates in a securities lending program as a means to augment income. The investment

" of cash collateral znd the associated liability for collateral held by the UCRS for securities on loan at the end of the year increased

in 2005 and 2004 5y 17.2 percent and 15.9 percent, respectively. The securities lending investment income, net of fees and rebates,
dropped to $17 million in 2005 from $19 million in 2004. The University earns less on its lending of equity securities than it does

on fixed income s:curities. The proportion of total securities lent that were equity securities grew in 2005.



Liabilities. Total UCRS liabilities were $11.86 billion in 2005 compared to $9.58 billion in 2004, Over $1.59 billion of the increase
results from the securities lending program discussed above, with the remainder a result of liabilities for security purchases to be
settled after year-end.

Net assets. Over $41.93 billion of the net assets are dedicated to the UCRP members’ defined benefit plan benefits and over $11.29
billion are associated with participants’ tax deferred, defined contribution plan benefits. As of June 30, 2005, the date of the most
recent actuarial report, the UCRP's funded ratio was 110.3 percent compared to 117.9 percent as of June 30, 2004. This indicates
that for every dollar of benefits due 1o UCRP members under the University's deferred benefit plan, assets of over $1.10 are

available to cover benefit obligations.

The UCRS' Results of Operations

$4,564

51,305 $1,196

$926  ¢g.g

Net appreciation Investment and
in fair value of other income
investments

Contributions

(51,222)

($1,460)
($1.693)
Benefit payments
and withdrawals

W 2005 2004 B 2003 in millions of dollars

[+H



‘The statement of changes in plang’ fiduciary net assets is a presentation of the UCRS’ operating results. It indicates whether the
financial condition has improved or deteriorated during the year. A surnmarized comparison of the operating results for 2005,
2004 and 2003 is as follows:

(i miiffions of doflars)

2005 2004 2003
ADDITIONS {REDUCTIONS)
Contributions S 924 $ 810 S 699
Net appreciation in fair value of investments 3181 4,564 1,068
Investment and other income 1512 1,305 119
Total additions 5617 6,679 2,963
DEDUCTIONS
Benefit payments and participant withdrawals 1,693 1,460 1222
Plan expenses e 33 35 37
Totai deductions 1,726 1,495 1,259
Increase in net assets held
in trust for pension benefits $3.80 $5,184 $1,704

Contributions. Contributions in 2005 increased by $114 million and in 2004 by $111 million. Substantially all were made into

the defined contribution plans. Due to the UCRP’s funded position, neither the University nor the majority of the members has
been required to make contributions since 1990, although $3 million and $8 million have been contributed for 2005 and 2004,
respectively, for se-vice credit buybacks and other transfers. However, participants are required to make contributions to the DCP
ar.d may make voluntary and rollover contributions to the DCP and the 403(b) plan and, beginning in 2005, may contribute to the
newly-established 457(b) plan.

Participants made mandatory and voluntary contributions of $222 million and $226 million into the DCP in 2005 and 2004,
respectively. The University made employer contributions of $4 million into the DCP in both years. In addition, participants
voluntarily contrit uted $593 million and $572 mitlion into the 403(b) plan in 2005 and 2004, respectively. They also contributed
$102 million in 2035 to the 457(b) plan.

Net appreciation it fair value of investnients. The UCRS recognized net appreciation in the fair value of investments of $3.18
biflion during 2005 compared to $4.56 billion during 2004,

In 2005 and 2004, both the fixed income and equity portfolios generated net appreciation in the fair value of investments. The
overall investment gain for the UCRS was 9.8 percent and 13.7 percent in 2005 and 2004, respectively.

Investment and ofiter income. Investment and other income in 2005 of $1.51 billion increased by $207 million, or 15.9 percent.
Similarly, investment and other income in 2004 of $1.31 billion increased by $109 million, or 9.1 percent. Dividends increased and
short-term interes: rates rose in both years. '

Benefit paymnents and withdrawals. Benefit payments and participant withdrawals were $233 million higher in 2005 than in 2004

and $238 million Ligher in 2004 than in 2003. Payments from the UCRP to retirees increased by $120 million and $107 million in
2003 and 2004, respectively, due to a growing number of retirees receiving payments and cost-of-living adjustments and member

withdrawals. [n addition, elections of lump sum cash-outs of the UCRP and participant withdrawals from the Retirement Savings
Plans grew by $108 million and $127 million in 2005 and 2004, respectively.



LOOKING FORWARD

Calizornia has always been a leader in generating new ideas and providing solutions for the challenges facing our nation and
the world. The University of California has always been at the center of California’s capacity to innovate. The excellence of its
programs attracts the best students, leverages hundreds of millions of dollars in state, federal and private funding and promotes
discovery of new kncwledge that fuels economic growth. -

Major financial strengths of the University include a diverse source of revenues, including those from the State of California,
student fees, federallv sponsored grants and contracts, medical centers, private support and self-supporting enterprises. The
different sources of r:venue are especially important at this time as the state funded portion of the operating budget has
experienced considerable pressure leading to non-instructional program cuts, student fee increases and enrollment caps.

Currently, the state is continuing its work to resolve a major fiscal crisis in which expenditures have continued to exceed revenues.
Last year, the University and the Governor agreed on a Compact to provide guidance and financial commitments to a long-term
resource plan for the University. The Compact addresses fundamental financial support, enrollment, student fees and other key
program elements for 2006 through 2011. It provides a financial foundation for the University and the ability to plan for student
fee l=vels over the next several years. In exchange for this long-term stability, the University commits to focus its resources to
address long-term accountability goals for enrollment, student fees, financial aid and program quality.

As in 2005, the effect of state budget reductions on student instructional programs in 2006 will be minimized, due in part to
student fee increases Student tuition and fees have been raised since 2003 and will continue to be increased in 2006 and 2007.
For 2006, resident undergraduate fees will increase by 8 percent, graduate student fees by 10 percent and most professional

sche ol student fees will also increase. In addition to the resident student fees, nonresident undergraduate and graduate students
pay tuition that will increase by 5 percent. For 2007, the University has agreed with the Governor to limit undergraduate student
fee increases to 8 percent and graduate student fee increases to 10 percent. Consistent with past practice, a portion of the fee
increases will be used for financial aid.

The University rema: ns highly competitive in attracting'federal grants and contracts revenue, with fluctuations in the awards
received closely paralleling trends in the budgets of federal research granting agencies. Over two- thirds of the University’s federal
research revenue cories from two agencies, the Department of Health and Human Services, primarily through the National
Institutes of Health, ind the National Science Foundation. Other agencies that figure prominently in the University’s awards are
the Department of Education, Department of Defense, the National Aeronautics and Space Administration and the Department
of Energy. In recent vears, federal research revenue has increased substantially on an annual basis. The longer-term outlook is
more uncertain and .arge increases in federal funding for research is less likely. The federal budget outlook has deteriorated due
to the current budge: deficit and discussions regarding the reduction of deficits over the next few years. This may lead to future
congressional efforts to limit domestic discretionary spending increases in areas such as research and would have important
ramifications for the University’s research budget.

The University’s mec.ical centers face financial challenges in a price-sensitive, managed care environment, along with the added
costs and responsibilities related to their function as academic institutions. The demand for health care services and the cost

of providing themn ate increasing significantly while the revenues on a per patient basis to support these services are increasing

at a slower rate. In addition to the rising costs of salaries, benefits and medical supplies faced by hospitals across the state, the
University's medical centers also face additional costs associated with new technologies, biomedical research, the education and
training of health care professionals and the care for a disproportionate share of the medically underserved in California, Other
than Medicare and Medi-Cal, health payors do not recognize the added cost of teaching in their payment to academic medical
centers. Medicare, N[edlcald medical education and disproportionate share funding are expected to be reduced in the future. Also,
as a result of state leglslanon the medical centers face capital requirements to ensure that facilities can maintain uninterrupted
operations following. a major earthquake.

The continuing financial success of the medical centers is dependent on dedicated and sustained financial support for medical
education and care for the poor. The medical centers remain competitive in their respective markets by reducing costs through
restructuring and improved efficiencies and by expanding their presence in the market through stronger links with other
proiders, especially community hospitals and physicians in larger networks. Payment strategies must recognize the need to
maintain an operating margin sufficient to cover debt, provide working capital, purchase state-of-the-art equipment and invest in
infrastructure and program expansion.

The University’s private support is a testament to its distinction as a leader in philanthropy among the nation’s colleges and
unizersities and the high regard in which its alumni, corporations, foundations and other supporters hold the University. The
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level of private support underscores the continued confidence among donors in the quality of the University's programs and the
importance of its riission. At the same time, private support in 2006 will likely reflect the changes in the economy and financial
markets, the effect of which is not determinable at this time,

Additional, affordzble and accessible student housing will be required in order to satisfy the demand. Most campus residence
halls continue to bz occupied at design capacity. The University is responding to the demand by building student housing in
the traditional manner, with housing fees set to generate sufficient revenue to cover direct and indirect operating costs and debt
se-vice, and by see <ing development opportunities for privately owned housing on University campuses.

The University must have a balanced array of many categories of facilities to meet its education, research and public service goals
and continues to assess its long-term capital requirements. The support for the University's capital program will be provided from
a combination of sources, including the state of California, external financing, gifts and other sources.

In March 2004, a new general obligation bond package for education was approved by the California voters. As a result, the
University will receive $690 million for its capital program for the two-year period 2005 and 2006. In addition, the state of
California also authorized $306 million in lease revenue bonds for the classroom design and construction at the Merced campus
thit is currently underway. Also, legislation was approved to authorize $219 million in lease revenue bonds for the four California
Institutes for Scienze and Innovation to provide the balance of funding needed for design and construction of the Institutes.

Another general obligation bond measure is planned for submittal to the California voters on the 2006 ballot, supporting capital
appropriations for the following two or four years. The Compact with the Governor includes support for future general obligation
bend measures to provide capital funding of approximately $345 million per year, in addition to the use of lease revenue bonds as
appropriate. This level of support will not meet all of the University’s capital needs and institutional resources will continue to be
necessary to address many critical projects. r

‘Tkere are also plans for additional capital projects that are traditionally not considered to be state supportable. This is a continuing
pracess that is amended, as required, to include projects when gifis or other supplemental resources are obtained or financing
plans are developed.

UC Merced, the tenth University campus, enrolled 875 students in fall 2005 with the completion of three academic buildings and
the first phase of the campus infrastructure. '

Tke University has managed the three national laboratories on behalf of the DOE since their formation, without financial gain, as
a public service to “he nation. The current contract with the DOE to operate and manage the Ernest Orlando Lawrence Berkeley
National Laboratory was recently awarded in 2005, after a competition, and extends through May 2010. The DOE has announced
its intention to conduct a future competition to operate and manage the Lawrence Livermore National Laboratory, and has
ex:ended the expiration date of the current contract to September 2007. The Regents will consider whether the University will
participate in this competition at a later date.

The current University contract to manage the Los Alamos National Laboratory for the National Nuclear Security Administration
of the United States Department of Energy is scheduled to expire on May 31, 2006. The federal government is currently
conducting a comy etition for a successor contract to the University’s contract. The United States Department of Energy anticipates
that a decision will be made by December 2005 and that the new contract will become effective June 1, 2006.

Tke Regents voted‘;_at_their May 2005 meeting to participate in the competition as part of a joint venture in the form of a limited
liability company. If the University’s team is awarded the successor contract, the separate corporate entity is expected to be
reported as a joint venture using the equity method in the University’s financial statements. Regardless of whether the University’s
team is awarded th!e successor contract, the gross revenues and expenses associated with the successor contract are not expected
to be reported in the University’s statement of revenues, expense and changes in net assets, except for the University’s paid share of
contract managemznt fee. In addition, UCRP assets and liabilities attributable to certain transferring employees who do not elect
to become inactive or retire under the UCRP are expected to be transferred to a successor pension plan at a future date.

Gross revenues anél expenses associated with the Los Alamos National Laboratory contract recorded by the University for the
vear ended June 30, 2005 were $2.01 billion and $1.99 billion, respectively. The difference, $17 million in 2005, represents the
University’s contract management fee and reimbursed costs incurred by the University, but not at the Laboratory. The amount of
UCRP assets and liabilities expected to be transferred to a successor pension plan is unknown. Itis dependent on future elections
to be made by the 5,950 vested, active members currently working at the Laboratory.



The UCRP costs are funded by a combination of investment earnings, employee member and employer contributions. Since 1990,
the University’s contribution rate to the UCRP has been zero. In addition, since 1990, most of the required emplovee member
contributions to the UCRP are being redirected to the separate defined contribution plan maintained by the University. Actuarial
reviews for the GCRP have determined that, given its financial position and its ability to meet its benefit obligations, employer and
employee member ccntributions are not currently needed and will not be needed in 2006. However, it is not reasonable to expect
the ylan to maintain its high level of surplus and The Regents may require contributions at a future date. The zero rate for UCRP
conteibutions and the redirection of employee member UCRP contributions will be reviewed annually by The Regents with the
consulting actuaries znd continued only until such time as a resumption of employer and employee member contributions to the
UCERP are again required in order to maintain actuarially sound funding levels.

Cautionary Note Regarding Forward-Looking Statements

Certain information provided by the University, including written as outlined above or oral statements made by its representatives,
may contain forward-looking statements as defined in the Private Securities Litigation Reform Act of 1995. All statements, other
than statements of historical facts, which address activities, events, or developments that the University expects or anticipates will
or may occur in the fiture contain forward-looking information. .

In reviewing such information it should be kept in mind that actual results may differ materially from those projected or

suggzsted in such forward-looking information. This forward-looking information is based upon various factors and was derived
using various assumgtions. The University does not undertake to update forward-looking information contained in this report or
elsewhere to reflect actual results, changes in assumptions or changes in other factors affecting such forward-looking information.



REPORT OF INDEPENDENT AUDITORS

To 'The Regents of the University of California:

In our opinion, based upon our audits and the reports of other auditors, the financial statements listed

in the accompanying table of contents on page 3, which collectively comprise the financial statements of

the University of California (the “University™), a component unit of the state of California, present fairly,

in all material respects, the respective financial position and plans’ fiduciary net assets of the University,

its aggregate discretely presented component units and the University of California Retirement System

(the “Plans™), respectively, at June 30, 2005 and 2004, and the respective changes in financial position and
cash flows of the University and its component units, and the changes in the Plans’ fiduciary net assets for
the years then ended in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the University’s management, Qur responsibility
is to express opinions on these financial statements based on our audits. We did not audit the financial
statzments of the UC San Diego, UC Davis, UC Riverside and UC Irvine foundations, which represent 21
percent, 23 percent, and 31 percent of the assets, net assets, and operating revenues of the University of

Cal fornia campus foundations as of and for the year ended June 30, 2005; we also did not audil the (inancial
statzments of the UC San Diego, UC Davis, UC Riverside and UC Irvine foundations, which represent 21
percent, 23 percent and 21 percent of the assets, net assets, and operating revenues of the University of
Cahfornia campus foundations as of and for the year ended June 30, 2004. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinion, insofar as it
relaes to the amounts included for the University of California campus foundations component units, is
based upon the reports of the other auditors. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America. Those standards require that we
plar and perform the audit to obtain reasonable assurance about whether the financial statements are free of
matzrial misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
macle by management, and evaluating the overall financial statement presentation. We believe that our audits
and the reports of other auditors provide a reasonable basis for our opinions.

As dliscussed in note 15 to the financial statements, during the vear ended June 30, 2005 the Berkeley campus
foundation began recording the fair value of its estimated remainder interest in certain externally held
irrevocable trusts.

B apalrihoelogpes 2AF

San Francisco, California
October 17, 2005



UNIVERSITY OF CAL FORNIA
STATEMENTS OF NET ASSETS

AT B 302065 AND 2004 N THDUSARDS OF OOLLARS)

UNIVERSITY OF CALIFORNIA

UNIVERSITY OF CALIFORNIA CAMPLS FOUNDAYIONS
2005 2004 2005 2004
ASSETS
Cash znd cash equivalents § 164457 $ N §  79.669 §  BB.69I
Short--erm investments 3.889.940 3.097.348 341,603 260.647
Investment of cash collateral 1,846,094 3.004.420 222369 228198
Investrnents held by trustees 69,044 58377
Accounts receivable, net 1,745,854 1778148 9,512 5.828
Pledges receivable, ner 34,370 14,687 127343 113,242
Currer.t portion of notes and nortgages receivable, net 35672 31,768 844 54i
inventories 123829 123577
Depar:ment of Energy receivable 391,000 386073
Other current assets 89,445 90,542 9.053 3925
Cuirent assets 8,389,705 8,676,275 790,393 16,972
Investrnents 8,184,960 8460020 2,608,487 2336603
Investrnent of cash colfateral 732,092 609,849 65,532 38148
Investinents held by trustees 879,338 517,018
Pledges receivable, net 68,793 72209 299.307 339,30
Notes and mortgages receivabile, net 250,320 263974 69 1,300
Capital assets, net 15,530,305 14,167,202
Depariment of Energy receive ble 49,390 47,675
Other aoncurrent assets 142,607 134,912 19.293 19,927
Noacurrent assets 25,837,805 14,272,859 2,992,688 2,735,279
Total assets 34,227,516 32,949,134 3,783,081 3,441,351
LIABILITIES
Accounts payable 1098067 1,062,869 9,443 15474
Accrued salaries and benefizs 636,086 675369
Deferred revenue 611451 601070 1472 1,456
Collateral held for securitias I nding 2577544 3614761 287,91 266,346
Commercial paper 550,000 550,000
Current porticn of long-term debt 450,013 587,354
Funds held for others 236258 216,555 61,433 59.320
Department of Energy labora ories' liabilices 389,097 386.073 -
Other current hiabilities 759,174 722475 20914 06711
Cu:rent liabilities 7,307,650 8,416,526 381,163 363,207
Federal refundable loans 189,574 189616
Self-insurance 403315 408,603
Obtigztions under life income agreements 20,124 20119 141,752 134,687
Long-term debt 6,945,272 5775635
Department of Energy iabora:ories fiabilities 49,390 41675
Other noncurrent liabilities 334528 796566 10,224 13,105
Noncurrent liabilities 7,942,203 6,738,214 151,976 147,792
Total fiabilities 15,249,893 15,154,740 533,139 510,999
NET ASSETS
Invest2d in capital assets, net of refated debt 8.108.355 7559999
Restricted:
Ncnexpendable:
Endownents 794,173 747.370 1,248,942 1129100
Annuity and life incor e funds 29.324 28391 11,29 97.265
Exoendable:
Endowmenis 1.381.472 1262601 522933 422,330
Annuity and life incort e funds 8092 8,061 88643 67991
Funds functioning as e dowments 1,777,878 1,650488 596,407 550,423
Endov:ment incorne . 413,743 398128
Gifts 673,497 624,042 665,378 654.763
Loans 109,766 108,960
Capital projeces 96,650 168,448
Other, including debr «ervice and appropriations 87672 104,886
Unrestricted 5,490,995 5,133,020 16,343 8479
Totat net assets §18,977,617 $17,794,3%4 $3,249,942 $2,930,352

Se ceconpanying Nates i Ainendal Stazzments
&7



UNIVERSITY OF CALIFORNIA

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
EARS ENDED JUNE 30,2005 AND 2002 N THOUSANDS OF DOLLARS]

UNIVERSITY OF CALIFORNIA

UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS
2005 2004 7005 7004
QPERATING REVENUES
Student tuition and fees, net $ 1557828 $ 1377923
Grants and contracts:
Federal 2739414 2623371
State 411,214 397,071
Private 680817 653,590
Local 145,104 152,609
Medical centers 3962862 3,679,835
Educational ac:ivities 1,062,723 996374
Auxiliary enterprises, net 846,608 778310
Department of Energy laboratories 4,146,261 4,115,635
Campus foundation privaze gifts $ 332474 $ 407,661
Other operating revenues. net 176,296 346.744 7433 1762
Total operating revenues 15,929,137 15,121,462 339,907 409,423
OPERATING EXPENSES
Sa'aries and wages 7440520 7,180,653
Beaefits 1,483,478 1447826
Schlarships and fellowsh ps 363.161 334,544
Utilities 310620 175,195
Supplies and materials 1706728 1,529,352
Depreciation and amortization 954,878 899,811
Deparement of Energy laboratories 4112077 4,082,089
Campus foundarion grants 343,388 390,254
Other operating expenses 2237446 2172349 1,335 14,150
Total operating expentes 18,608,908 17,925,819 354,713 404,404
Operating income {loss} (2,679,731} (2,804,357} (14,816) 5,019
NONOPERATING REVENUES (EXPENSES)
State educarional appropiiations 2463075 2640119
Stite financing appropriations 120,667 115346
Pr.vate gifts 536595 544853
Investment income;
Short Term Investmen : Pool and other, net 213054 190,210
Endowment, net 129941 120272
Securities lending, net 4,577 5675 506 526
Campus foundations 60.69 34,590
Net appreciarion in fair value of investments 278144 291,119 150,769 220,874
Interest expense (295312} {263038} a7 (3500
Gin (loss) on disposal of apital assets (36,715) 133N
01 her nonoperating revenues (expenses) (5930} {63.357) 467 (4057
Net nonoperating revenues 3,408,496 3,590,030 23 271,789
Income before ether changes in net assets 728,715 785,673 197,495 276,808
OTHER CHANGES IN NET ASSETS
Stare capital appropriatio s 189,295 216914
Cipital gifts and grants 217.218 319852
Permanent endowments 47.995 24062 122095 113,017
Increase in net assets 1,183,223 1,346,501 319,590 389,825
NET ASSETS . )
Beginning of year. as repo- ted 17,794,394 16,447,893 2,930,352 2,507,231
Cumulative effect of a change in accounting principle 3329
Beginning of year, as restaled 2540527
$18,977,617 $17,794,3%4 $3,249.942 $2,930,352

End of year

Ser accomounyng Sotes i3 Fnanzal Steermenss



UNIZERSITY OF CALIFORMNIA
STATEMENTS OF CASH FLOWS
VEARS ENDED JUNE 33 2005 £ ND 2004 (i THOUSANDS OF DOLLAES]

UNIVERSITY OF CALIFORNIA

UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS
2005 2004 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Student tuition and fees, net S 156085 $ 1364520
Grant; and contracts 3,966,636 3893412
Medical centers 3953403 36355335
Educational activities 1,070,390 980,052
Augiliary enterprises, net 854,447 780573
Collection of toans from studh:nts and employees 72701 60,353
Campus foundation private gifts $ 337616 S 343,249
Payments to employees (7.391.480) (7.153410)
Payments to supphiers and utilities (4.030513) (3.681,257)
Paymunts for benefits (1,543,699} (1,396,051}
Paymants for scholarships ani fellowships {363,088} 334,326}
Loans issued to students and :mployees (60,794} (56.726)
Payments to campuses and baneficiaries {369.796) {468,120}
Other receipts (pavments) 88,431 {4G,365) 3,745 {1,860}
" Net cash used by operating activities (1822,230) (1,948,190) (28,435) (66.731)
CASE FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State :ducationaf appropriations ) 2,468,066 2,645,620
Gifts received for other than apital purposes:
Private gifes for endowme 3t purposes 46,405 20625 107,354 103,960
Other private gifts 503121 537499
Student direct lending receipts 453,640 434,746
Student direct lending paymunts (453.640) {434,746) -
Other receipts (payments) i 31,549 (2103) ‘ {1591
Net cash provided by non-:apital financing activities . 3,049,741 3,201,641 107,354 103,301
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Cominercial paper financing;
Priceeds from issuance 271,904 431,627
Payments of principal {271.904) (431,621)
Inigrest paid ' (9.328) (4,649)
State capital appropriations : 159,884 209,666
State financing appropriations 4,483 3477
Capital gifts and grants : 194,797 199,636
Proceeds from debt issuance 1,184,268 2,253.217
Proceeds from the sale of capital assets 13,023 65,650
Proceeds from insurance recoveries - 4040 3033
Purchase of capital assets {2,094,088) (2.341,331)
Refinancing or prepayment ¢f outstanding debr (337.286) (1.356,666)
Schediuled principal paid on-lebt and capital feases {169,058) (168,546)
Interest paid on debt and capital leases (241,799) (216839)
Nut cash used by capital and refated financing activities (1,291,064) (1,353,312}
CASH FLOWS FROM INVELTING ACTIVITIES
Proceeds from sales and maturities of investments:
Sk:ore Term Investment Poal 59,541,654 49968113
Other investmengs 4,012.865 511,989 496,911 767,057
Purchase of investmens:
Short Term Investment Paol (59.675,274) (50,304,324)
Other investments {4,064,654) (419.225) (645,654} (842,273)
Invessment income, net of ir vestment expenses .. 342,684 317627 60,802 58.447
Nzt cash provided {used) by investing activities 157,275 74,180 (87.941) - (16,769}
Nat increase (decrease) in cash 93,122 (25,681) (9.012) 20,301
Cashand cash equivalents, teginning of year 71335 97.016 88,691 68,390

Cash and cash equivalents, end of year § 164,457 $ 7,33 $ 79669 § 88,691

Se2ac ompanying Notes i fngncic] Statements.



LINIVERSITY OF CALIFORNIA

STATEMENTS OF CASH FLOWS (CONTINUED)

YEAR § ENDEDUNE 30, 2005 AHD 2064 {IN FHOURANDS OF DOLLERST

UNIVERSITY OF CALIFCRNIA

UNIVERSITY OF CAUFORNIA CAMPUS FOUNDATIONS
2005 2004 2005 2004
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH USED BY OPERATING ACTIVITIES
Operating income {Joss) $:2,679.781) 5(2,804,357) 5114.816) $ 5019
Acjustments to reconcile nperating incoime (10ss) 1o net cash used
by operating activities: i
Depreciaticn and amo tization expense 954,878 899,811
Noncash gifts (24,547} {14.484)
Allowance for doubtfu accounts (1152} 13.299) {2,314} 3002
Loss on impairment of apital assets 2491
Change in assets and li; biiities:
Investments (875) (2.168)
Accounts receivable {29,704} 13161 (3.746) 452
Pledges receivable 28134 (52.055)
Investments held by trustees (69,706) (45163) 606 (536)
Inventories (252) (9.810)
Other assets 7.771) (6.926) 1,786 (982)
Accounts payable {(11.234) 35,618 {7.355) 15.374)
Accrued salaries and benefits (39,283) (2637)
Deferred revenue 27931 (4.006) (16) (3200
Seff-insurance 5134) 46,785
Obligations to life b2neficiaries (1.871) (1.300)
Other liabilities 36.487 (118,372 (3.421) 2015
Ner cash used by operating activities $(1,822,230) ${1,948,190) $(28,435) §(66,731)
SUPPLEMENTAL NONC/SH ACTIVITIES INFORMATION
Capital assets acquired through capial leases $ 53501 § 76495
Capital assets acquired with a liabifity at year-end 103,130 72783
Inv estments held by trustees 205242 69,033}
Stzte financing appropriations 116,184 112,369
Cisof capital assess 54,880 69085 § 25,263 $ 4188
Other noncash gifts 5750 11,699 40,747 32617
Cain (loss) on the disposal of capital assets {36715} 1333 259
Debt service for [ease revetue bonds (127.287) (117.316)
Serurities lending activity (1.037.714) 1.139.988 16853 96,836

See accompartying Notes Io fingr dal Staeaments
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UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM
STATEMENTS OF PLANS’ FIDUCIARY NET ASSETS

AT JUNE 30,2005 AMD 3004 (4 THOUSANDS QF DOLLARS)

UNFVERSITY OF
CALIFORNIA
UNIVERSITY OF UNIVERSITY OF PERS-VOLUNTARY
CALIFORNIA CALIFORNIA EARLY RETIREMENT
RETIREMENT RETIREMENT INCENTIVE UNIVERSITY OF CALIFORNIA
PLAN SAVINGS PLANS PROGRAM PLAN RETIREMENT SYSTEM
2005 2005 2005 2005 2004

ASSETS
Investments $ 42440204 S 8853850 $78,225 §51,372279 $47.003.436
Partic'pants’interest in exterr al mutual funds 2358936 2358936 2083016
Invest nent of cash collateral 7.901.277 2992,580 10,893,857 9.297.520
Partic'pant 403{b} loans 70620 70,620 65,904
Accounts receivable:

Contributions 80,427 27,395 108322 112918

Investment income 124,314 354833 155,797 182,657

Securiry sales and other 118,502 11,364 129.866 172,265

Total assets 50,664,724 14,350,728 78,225 65093677 58,917,716
LIABILITIES
Payab'e for securities purchas2s 781,247 63,576 844,823 174,661
Membser withdrawals, refund. and other payables 126,507 452 126959 104333
Coliarzrai held for securities kending 7,899,470 2991,895 10,891,365 9,298,709

Toval liabilities 8,807,224 3,055,471 452 11,863,147 9,577,703
NET ASSETS HELD IN TRUST FOR PENSION BENEFITS
Members' defined benefit plan benefits 41,857,500 77773 41935273 39.263.399
Partic'pants’ defined consribu tion plan benefits 11,295,257 11,295,257 - 10076614

Toial net assets held in trust for pension benefits $11,295,257 $72,773 §53,230,530 $49,350.013

§41,857,500

See occumpaning Notes (6 Anancial tatements
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UNIVERSITY OF CALIFORNIA RETIREMENT SYSTERA
STATEMENTS OFF CHANGES IN PLANS’ FIDUCIARY NET ASSETS

N IOG L THOUSANDS OF D3O LARS)

TTARS INDEDUINE 35, 2005

UNIVERSITY OF
CAUFORNEA
UNIVERSITY OF UNIVERSITY OF SERS-VOLUNTARY
CALFORNIA CALIFORNIA EARLY REFIREMENT
RETIREMENT RETIREMENT INCENTIVE UNIVERSITY OF CALIFORNLA
PLAN SAVINGS PLANS PROGRAM PLAN RETIREMENT SYSTEM
2005 2005 2005 2005 2004
ADDITIONS {REDUCTIONS)
Centributions:
Participants § 917332 $ 917332 § 79818
Members $ 1653 1,653 2503
Employer 737 4,066 4,803 8912
Total contribusions 2,350 921,398 923,788 809,433
fnvestment income [expe 1se), net:
Net appreciation in fai-value of investments 2793168 379993 § 7525 3,180.646 4,564,427
Interest, dividends, anc: other investment income 1171547 317814 1,489,361 1.279.260
Securities lending incone 163,975 50 238,997 167,819
Investment expenses 152,639) 65,988) (222,627} 189.043)
Total investment incomne, net 3,976,051 701,801 7,525 4,686,377 5,862,463
Interest income from conributions receivable 6,865 6,865 7,19
Total additions 3,985,306 1,624,199 7,515 5,617,030 6,679,092
DEDUCTIONS
Benefit payments:
Reurement payments 823,801 5482 829373 734,699
Member wichdrawals 70,560 ’ 70,560 57,236
Cost-of-living adjustm 2nts 160925 160,925 148,558
Lumpsum: cashouts 172,144 172,344 123853
Preretirement survivor payments 26,366 26,366 24237
Disabrlity payments 33434 33434 31,500
Death payments 6,388 6883 6494
Other benefit paymer ts 439 432 499
Participant withdrawals 392473 392473 332567
Total benefit payments 1,294,208 381912 5482 1,692,602 1,460,043
Expenses: .
Plan administration 20,184 12644 9 31837 34,164
Other 1074 1074 1,066
Total expenses 21,258 12,644 9 339M 35230
Total deductions 1,315,466 405,556 5491 1,726,513 1,495,273
Increase in net asset:held in trust for pension benefits 2,669,840 1,218,643 2,034 3,890,517 5,183,819
NET ASSETS HELD IN TRUST FOR PENSION BENEFITS ’
B :ginning of year 39,187,660 10,076.614 75,739 49340013 44,156,194
End of year $41,857,500 $11,295,157 STII73 $53,230,530 $49,340,013

ez griprpanying Notes 1 Az noal Siotements



University of California
NOTES TO FINANCIAL STATEMENTS

YEAR: ENDED JINE 30, 2005 AND 2004

ORGANIZATION

The University of California (the University) was founded in 1868 as a public, state-supported institution. The California State
Constitution provide; that the University shall be a public trust administered by the corporation, “The Regents of the University
of California,” which is vested with full powers of arganization and government, subject only to such legisfative control necessary
to enisure the securits of its funds and compliance with certain statutory and administrative requirements. The majority of the
26-member independent governing board (The Regents) are appointed by the Governor and approved by the State Senate. Various
University programs and capital outlay projects are funded through appropriations from the state’s annual Budget Act. The
University’s financial statements are discretely presented in the state’s general purpose financial statements as a component unit.

FINANCIAL REPORTING ENTITY AND SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting IIntity

The University's financial statements include the accounts of ten campuses, five medical centers, a statewide agricultural extension
program and the operations of most student government or associated student organizations as part of the primary financial
reporting entity because The Regents has certain fiduciary responsibilities for these organizations. In addition, the financial
posizion and operating results of certain other legally separate organizations are included in the University’s financial reporting
entity on a blended basis if The Regents is determined 1o be financially accountable for the organization. Specific assets and
liabilities and all revenues and expenses associated with three major Department of Energy (DOE) laboratories aperated and
managed by the University under contract with the United States Department of Energy are also included in the financial
statements. Organizations that are not significant or financially accountable to the University, such as booster and alumni
organizations, are not included in the reporting entity. However, cash invested with the University by these organizations, along
with the related liability, is included in the statement of net assets. The statement of revenues, expenses and changes in net assets
excludes the activities associated with these organizations.

The University has ten legally separate, tax-exempt, atfiliated campus foundations. The combined financial statements of

the Lniversity of California campus foundations {(campus foundations) are presented discretely in the University’s financial

statements because of the nature and significance of their relationship with the University, including their ongoing financial

support of the University. Campus foundations may invest all or a portion of their investments in University-managed investment
_pools. Securities in these investment pools are included in the University’s securities lending prograr. Accordingly, the campus

foundations’ investments in University-managed internal investment pools and their allocated share of the securities lending

activities have been ¢ xcluded from the University's financial staterents and displayed in the campus foundations’ column.

The Regerits has fiduciary responsibility for the University of California Retirement System (the UCRS) consisting of two defined
benefit and three defined contribution plans. The UCRS statements of plans’ fiduciary net ussets and changes in plans’ fiduciary net
assets are also preserted discretely in the University’s financial statements.

Significant Accounting Policies

The financial statements have been prepared in accordance with accounting principles generally accepted in the United States

of America, including all applicable effective statements of the Governmental Accounting Standards Board (GASB) and all
statements of the Firancial Accounting Standards Board through November 30, 1989, using the economic resources measurement
faces and the accrual basis of accounting.

GASB Statement No. 40, Deposit and Investment Risk Disclosures, was adopted during the vear ended June 30, 2005. Statement Ne.
40 establishes additional disclosure requirements addressing common risks of investments. The implementation of Statement No.
40 had no effect on the University’s net assets, changes in net assets or cash flows for the years ended June 30, 2005 and 2004.

GA3B Statement No. 42, Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries, was
also adopted during the year ended June 30, 2005. Statement No. 42 requires an evaluation of prominent events or changes in
circumstances to determine whether an impairment loss should be recorded and whether any insurance recoveries should be
offs=t against the impairment loss. ‘

The effect of the implementation of GASB Statetment No. 42 was not significant on the University’s net assets or changes in net
assets for the year er.ded June 30, 2005. There was no effect on the Universitys net assets or changes in net assets for the year
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ended June 30, 20(4. However, proceeds from insurance recoveries attributable to capital assets are reported as a capital and
related financing activity in the statement of cash flows. Accordingly, $3.0 million of proceeds from insurance recoveries in the
prior vear has been reclassified from other receipts in noncapital financing activities and reported separately as a capital and
related financing activity.

The significant accounting policies of the University are as follows:

Cash and cash equivalents. The University and campus foundations consider all balances in demand deposit accounts to be cash.
The University classifies all other highly liquid cash equivalents as short-term investments. Certain campus foundations classity
their deposits in the University's Short Term Investment Pool as a cash equivalent.

Investments. Investments for the University and campus foundations are primarily recorded at fair value. Generally, securities,
including derivative investments, are valued at the last sale price on the last business day of the fiscal year, as quoted on a
recognized exchange or an industry standard pricing service. Securities for which no sale was reported as of the close of the last
business day of the fiscal year are valued at the quoted bid price of a dealer who regularly trades in the security being valued.
Interests in ventur: capital partnerships are based upon valuations provided by the general partners of the respective partnerships
as of March 31, adusted for cash receipts, cash disbursements and securities distributions through June 30. The University believes
the carrying amount of these Anancial instruments is a reasonable estimate of fair value. Because the venture capital partnerships
are not readily mazketable, their estimated value is subject 10 uncertainty and, therefore, may differ significantly trom the value
that would be used had a ready market for such investments existed. Investments in registered investment companies are valued
based upon the reported net asset value of those companies. Mortgage loans, held as investments, are valued on the basis of their
future principal ard interest payments discounted at prevailing interest rates for similar instruments. Insurance contracts are
valued at contract value, plus reinvested interest, which approximates fair value. Estimates of the fair value of interests in externally
held irrevocable trusts where the University is the beneficiary of either the income or the remainder that will not become a
permanent endowment upon distribution to the University are based upon the present value of the expected future income or, if
available, the. University’s proportional interest in the fair value of the trust assets.

Irivestment transactions are recorded on the date the securities are purchased or sold (trade date). Realized gains or losses are
recorded as the diference between the proceeds from the sale and the average cost of the investment sold. Dividend income is
recorded on the ex-dividend date and interest income is accrued as earned. Gifts of securities are recorded based on fair value at
date of donation.

Participants’ interest in external inutual funds. Participants in the University’s defined contribution retirement plans may invest
their contributions in, and transfer plan accumulations to, funds managed by the Treasurer of The Regents (the Treasurer) or to
certain external mutual funds on a custodial plan basis.

Foreign currency iranslation. Investments denominated in foreign currencies are translated into U.S. dollar equivalents using
yizar-end spot foreign cufrency exchange rates. Purchases and sales of investments and their related income are translated at the
rate of exchange on the respective transaction dates. Realized and unrealized gains and losses resulting from foreign currency
changes are included in the University’s statement of revenues, expenses and changes in net assets.

Accounts receivable. Accounts receivable include reimbursements due from state and federal sponsors of externally funded
research, patient billings, accrued income on investments and other receivables, Other receivables include local government and
private grants and contracts, educational activities and amounts due from students, employees and faculty for services.

Pledges receivable. Unconditional pledges of private gifts to the University or to the campus foundations in the future are recorded
as pledges receivasle and revenue in the vear promised at the present value of expected cash flows. Conditional pledges, including
all pledges of endowments and intentions to pledge, are recognized as receivables and revenues when the specified conditions are
met.

Notes and mortgages receivable. Loans to students are provided from federal student loan programs and from other University
sources. Home morigage loans, primarily to faculty, are provided from the University's Short Term Investment Pool and from
other University sources. Mortgage loans provided by the Short Term Investment Pool are classified as investments and loans
provided by other sources are classitied as mortgages receivable in the statement of net assets.

Iventories. Invertories, consisting primarily of supplies and merchandise for resale, are valued at cost, typically determined under
t1e weighted average method, which is not in excess of net realizable value.

‘ontract with the United States Department of Energy. The University operates and manages three major DOE national
laboratories under contract with the United States Department of Energy.



The University’s statement of net assets includes the DOE laboratories’ liabilities associated with vendor, employee-related and
certain other costs, along with the corresponding receivable from the DOE to satisfy these liabilities. The noncurrent portion

of these liabilities an-1 receivable are attributable to compensated absence obligations to employees working at the national
laboratories. Other assets, such as cash, property and equipment and other liabilities of these laboratories are owned by the United
States government rether than the University and, therefore, are not included in the statement of net assets.

The statement of revenues, expenses and changes in net assets includes the operational results from the DOE laboratories. The
statement of cash lows excludes the cash flows associated with the DOE laboratories since all cash transactions are recorded in
bank accounts owned by the DOE. '

Capital assets. Land, infrastructure, buildings and improvements, equipment, libraries and collections and special collections

are recorded at cost ¢t the date of acquisition, or estimated fair value at the date of donation in the case of gifts. Estimates of fair
value involve assumptions and estimation methods that are uncertain and, therefore, the estimates could differ from actual results.
Capital leases are recorded at the present value of future minimum lease payments. Significant additions, replacements, major
repairs and renovations to infrastructure and buildings are generally capitalized if the cost exceeds 535,000 and if they have a
useful life of more than one year. Minor renovations are charged to operations. Equipment with a cost in excess of $3,000 and a
useful life of more than one year is capitalized. All costs of land, library collections and speciai collections are capitalized.

Depreciation is calculated using the straight-line method over the estimated economic life of the asset. Leasehold improvements
are amortized using ~he straight-line method over the shorter of the life of the applicable lease or the economic life of the asset.

Estimated economic lives are generally as follows:

Infrastructure 25 years
Buildings and improvements 15-33 vears
Eq aiprhent 2-20 years
Computer software 3-7 vears
Library books and material 15 years

Cap:tal assets acquired through federal grants and contracts where the federal government retains a reversionary interest are also
capiialized and depreciated.

Inexhaustible capital assets, such as land or special collections that are protected, preserved and held for public exhibition,
education or research, including art, museum, scientific and rare book collections, are not depreciated.

Interest on borrowings to finance facilities is capitalized during construction, net of any investment income earned during the
temporary investment of project related borrowings.

Deferred revenue. Deferred revenue primarily includes amounts received from grant and contract sponsors that have not been
earned under the terns of the agreement and other revenue billed in advance of the event, such as student tuition and fees and
fees for housing and dining services.

Funds held for others. Funds held for others result from the University or the campus foundations acting as an agent, or fiduciary,
on behalf of organizations that are not significant or financially accountable to the University or campus foundations.

Federal refundable lpans, Certain loans to students are administered by the University with funding primarily supported by the
federal government. :The University’s statement of net assets includes both the notes receivable and the related federal refundable
loan liability representing federal capital contributions owed upon termination of the program.
Obligations under life incowe agreements. Obligations under life income agreements represent actuarially-determined liabilities
under gift annuity ard life income contracts.

|

Net 1ssets. Net assets are required to be classified for accounting and reporting purposes into the following categories:

Invested in capital assets, net of related debe. This category includes all of the University’s capital assets, net of accumulated
depreciation, recuced by outstanding principal balances of debt attributable to the acquisition, construction or improvement
of those assets. '
Restricted. The University and campus foundations classify net assets resulting from transactions with purpose restrictions
as restricted net 1ssets until the specific resources are used for the required purpose or for as long as the provider requires the
resources to remain intact.
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Nonexpenduable. Net assets subject to externally-imposed restrictions that must be retained in perpetuity by the University
or the campus foundations are classified as nonexpendable net assets. Such assets include the University's permanent
endowmert funds.

Expendable. Net assets whose use by the University or the campus foundations is subject to externallv-imposed restrictions
that can be fulfilied by actions of the University or campus foundations pursuant to those restrictions or that expire by the
passage of time are classihed as expendable net assets,

Unrestricted, Net assets that are neither restricted nor invested in capital assets, net of related debt, are classified as
unrestricted net assets, The University’s unrestricted net assets may be designated for specific purposes by management or
The Regents. The campus foundations’ unrestricted net assets may be designated for specific purposes by their Boards of
Trustees. Substantially all of the University’s unrestricted net assets are allocated for academic and research initiatives or
programs, for capital programs or for other purposes.

Expenses are charzed to either restricted or unrestricted net assets based upon a variety of factors, including consideration of prior
and future revenus sources, the type of expense incurred, the University’s budgetary policies surrounding the various revenue
sources or whether the expense is a recurring cost.

Revenues and expenses. Operating revenues of the University include receipts from student tuition and fees, grants and contracts
for specific operating activities and sales and services from medical centers, educational activities and auxiliary enterprises.
Crperating expensss incurred in conducting the programs and services of the University are presented in the statement of
revenues, expenses and changes in net assets as operating activities.

Certain significant revenues relied upon and budgeted for fundarmental operational support of the core instructional mission of
the University are mandated by the GASB to be recorded as nonoperating revenues, including state educational appropriations,
private gifts and investment income, since the GASB does not consider them to be related to the principal operating activities of
the University.

Campus foundations are established to financially support the University. Private gifts to campus foundations are recognized as
operating revenues since, in contrast to the University, such contributions are fundamental to the core mission of the campus
foundations. Foundation grants to the University are recognized as operating expenses. Private gift or capital gift revenues
associated with campus foundation grants to the University are recorded by the University as the gifts are made.

Monoperating revenues and expenses include state educational appropriations (for the support of University operating expenses),
state financing appropriations, privale gifts for other than capital purposes, investment income, net unrealized appreciation or
depreciation in the fair value of investments, interest expense and gain or loss on the disposal of capital assets.

State capital appropriations, capital gifts and grants and gifts for endowment purposes are classified as other changes in net assets.

Student tuition and fees. Substantially all of the student tuition and fees provide for current operations of the University. A small
portion of the student fees, reported as capital gifts and grants, is required for debt service associated with student union and
racreational centers. Certain waivers of student tuition and fees considered to be scholatship allowances are recorded as an offset

to revenue.

State appropriations. The state of California provides appropriations to the University on an annual basis. State educational
appropriations ar: recognized as nonoperating revenue; however, the related expenses are incurred to support either educational
cperations or othr specific operating purposes. Stale financing appropriations provide for principal and interest payments
associated with lease-purchase agreements with the State Public Works Board and are also reported as nonoperating revenue. State
appropriations for capital projects are recorded as revenue under other changes in net assets when the related expenditures are
incurred. Special state appropriations for AIDS, tobacco and breast cancer research are reported as grant revenue.

Grant and contract revenue. The University receives grant and contract revenue from goverrimental and private sources. The
University recognizes revenue associated with the direct costs of sponsored programs as the related expenditures are incurred.

2ecovery of facilities and administrative costs of federally sponsored programs is at cost reimbursement rates negotiated with the
University’s federal cognizant agency, the U.S. Department of Health and Human Services. For the year ended June 30, 2005, the
facilities and adm inistrative cost recovery totaled $678.8 million, $556.3 million from federally sponsored programs and $122.5
million from other sponsors. For the year ended june 30, 2004, the facilities and administrative cost recovery totaled $639.4
million, $523.1 wrillior from federally sponsored programs and $116.3 million from other sponsors.

Medical center revenue. Medical center revenue is reported at the estimated net realizable amounts from patients and third-
party payors, including Medicare, Medi-Cal and others for services rendered, as well as estimated retroactive adjustments under
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reimbursement agreements with third-party payors. Laws and regulations governing Medicare and Medi-Cal are complex and
subject to interpretation. Retroactive adjustments are accrued on an estimated basis in the period the related services are rendered
and adjusted in furure periods as final settlements are determined. Tt is reasonably possible that estimated amounts accrued could
change significantly >ased upon settlement, or as additional information becomes available,

Scholarship allowances. The Uoiversity recognizes scholarship allowances, including both financial aid and fee waivers, as the
diffe rence between the stated charge for tuition and fees, housing and dining charges, recreational center fees, etc. and the amount
that is paid by the student, as well as third parties making pavments on behalf of the student, Payments of financial aid made

dire :tly to students are classified as scholarship and fellowship expenses.

Scholarship allowances in the following amounts are recorded as an offset to the following revenues for the years ended June 30,
2005 and 2004:

(in thousands of dsflars)

2005 2004
Student ruition and fees $383,109 5338271
Aupiliary enterprises 84924 82267
Other operating revenues 7.340 6157
Schalarship 2llowances 5475373 $426,695

Compensated absences. The University accrues annual leave for employees at rates based upon length of service and job
classification and corapensatory time based upon job classification and hours worked.

Endoywinent spendin. Under provisions of California law, the Uniform Management of Institutional Funds Act allows for
investment income, as well as a portion of realized and unrealized gains, to be expended for the operational requirements of
University programs

Interest rate swap agreements. The University has entered into interest rate swap agreements to limit the exposure of its variable
rate debt to changes in market interest rates. Interest rate swap agreements involve the exchange with a counterparty of fixed and
variable rate interest payments periodically over the life of the agreement without exchange of the underlying notional principal
amounts. The differeatial to be paid or received is recognized over the life of the agreements as an adjustment to interest expense.
The University’s counterparties are major financial institutions.

In accordance with GASB standards, the fair value of the interest rate swap agreements is not reported in the University’s
statement of net asse:s and changes in fair value are not recognized in the statement of revenues, expenses and changes in net
assels.

Tax exemption. The niversity and the campus foundations are qualified as tax-exempt organizations under the provisions of
Sect:on 501(c)(3) ol the Internal Revenue Code and are exempt from federal and state income taxes on related income. The UCRS
plans are qualified urnder Section 401(a) and the related trusts are tax exempt under Section 501(a} of the Internal Revenue Code.

Use of estimates. The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management 10 make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenditures during the reporting period. Although management believes the estimates and assumptions are
reasonable, they are based upon information available at the time the estimate or judgment is made and actual amounts could
ditfer from those estimates. '

Corr.parative information. As described below, certain revisions in classification have been made in the June 30, 2004 financial
statements. The effec: on prior period financial statements was not material. However, management elected to make the revisions
to the 2004 presentation to conform to the 2005 presentation. These revisions in classification to the University’s and campus
fourdations’ 2004 financial statements had no effect on previously reported total assets, liabilities and net assets, or increase in net
asse's, or net increas!: or decrease in cash, Similarly, the adjustments to the UCRS' financial statements had no effect on previously
reported total assets, liabilities and net assets held in trust for pension benefits, or increase in net assets held in trust for pension
benefits. ’

In connection with the preparation of the June 30, 2005 statement of net assets, the University concluded that certain assets and

liabilities included in (a) curcent assets/liabilities should have been classified as noncurrent assets/liabilities, (b} noncurrent assets/
liabilities should have been included in current assets/liabilities and {c) certain annuity and life income funds were included in



restricted, nonexp2ndable net assets rather than restricted, expendable net assets. The effect of the revisions in classification was
to increase curren! assets and decrease noncurrent assets by $29.5 million, decrease current liabilities and increase noncurrent
lizbilities by $71.6 million and decrease restricted, nonexpendable net assets and increase restricted, expendable net assets by $8.1
million.

In connection with the preparation of the June 30, 2005 statement of cash flows, the University concluded that certain amounts
were included in noncapital financing activities rather than capital and related financing activities and certain amounts were
included in operating activities rather than noncapital financing activities. The efTect of the revisions in classification was to
decrease cash flows from operating activities by $22.7 million, decrease cash flows from noncapital financing activities by $25.7
million and increase cash flows from capital and financing activities by $3.0 million.

In the UCRS staternent of changes in plans’ fiduciary net assets, loan repayments from 403(b) participants are now recorded as an
offset to participart withdrawals rather than as participant contributions. The effect on the 2004 presentation was to reduce both
perticipant contributions and participant withdrawals by $34.1 million.

Certain other reclessifications were made to certain amounts included in the June 30, 2004 statements of revenues, expenses and
ckanges in net assets and cash flows to conform to the June 30, 2005 financial statement presentation.

New accounting pronouncements. In August 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, effective for the University’s fiscal year beginning July 1, 2007.
Statement No. 45 requires accrual-based measurement, recognition and disclosure of other postemployment benefits (OPEB)
expense, such as retiree medical and dental costs, over the employees’ years of service, along with the related liability, net of any
plan assets. Currently, the University records retiree medical and dental costs as they are paid and does not recognize the liability
in the financial statements. The University is currently evaluating the effect that Statement No. 45 will have on its financial
statements, althouzh it is expected that there will be a significant increase in the University’s operating expenses and liabilities, as
well as a significant decrease in unrestricted net assets.

In June 2005, the GASB issued Statement No. 47, Accounting for Termination Benefits, effective for the University’s fiscal year
beginning July 1, 2005. Statement No. 47 requires benefits such as early retirement incentives or severance to employvees who
are involuntarily terminated to be recognized in the period the University becomes obligated to provide the benefits. Benefits
provided to employees who voluntarily terminate must be recognized when the termination offer is accepted. The University is
currently evaluating the effect that Statement No. 47 will have on its financial statements.

1. CASH AND CASH EQUIVALENTS

The University maintains centralized management for substantially all of its cash. Accounts are authorized at financial institutions
that maintain a minimum credit quality rating of A from an independent bond rating agency. Cash in demand deposit accounts is
minimized by swe 2ping available cash balances into investment accounts on a daily basis.

At June 30, 2005 aad 2004, the carrying amount of the University’s demand deposits, held in nationally recognized banking
institutions, was $164.5 million and $71.3 million, respectively, compared to bank balances of $137.8 million and $53.9 million,
respectively, Deposits in transit are the primary diflerence. Bank balances of $33.0 million and $5.9 million at June 30, 2005 and
2004, respectively, are collateralized by U.S. government securities held in the name of the bank. The Federal Deposit Insurance
Corporation (FDIZ) insures the remaining uncollateralized bank balances for at least $400 thousand for both years.

The University does nol have a significant exposure to foreign currency risk in demand deposit accounts. Accounts held in
foreign countries mnaintain minimum operating balances with the intent to reduce potential foreign exchange risk while providing
an adequate level of liquidity to meet the obligations of the academic programs established abroad. The equivalent U.S. dollar
balances required to support research groups and education abroad programs in foreign countries were $1.2 million and $859
tkousand at June >0, 2005 and 2004, respectively. :

The carrying amount of the campus foundations’ cash and cash equivalents at June 30, 2005 and 2004 was $79.7 million and
$48.7 million, respectively, compared to bank balances of $56.8 million and $63.1 million, respectively. Deposits in transit are the
primary difference. Included in bank balances are deposits in the University’s Short Term Investment Pool of $22.0 million and
$25.3 million at June 30, 2005 and 2004, respectively, with a portion of the remaining uncollateralized bank balances insured by
the FDIC, The campus foundations do not have exposure to foreign currency risk in their cash and cash equivalents.

73



2. INVESTMENTS

The Regents, as the gaverning Board, is responsible for the oversight of the University’s and the UCRS’ investments and establishes
investment policy, which is carried out by the Treasurer. These investments are associated with the Short Term Investment Pool
(STIP), General Endowment Pool (GEP), UCRS, other investment pools managed by the Treasurer, or are separately invested.
Pursuant to The Regents” policies on campus foundations, the Board of Trustees for each campus foundation may determine that
all o< a portion of their investments will be managed by the Treasurer. Asset allocation guidelines are provided to the campus
foundations by the Irivestment Committee of The Regents.

The STIP allows participants to maximize the returns on their short-term cash balances by taking advantage of the economies

of scale of investing ia a large pool with a broad range of maturities. Cash to provide for payroll, construction expenditures and
other operating expeases for campuses and medical centers is invested in the STIP. The available cash in the UCRS or endowment
investment pools awaiting investment, or cash for administrative expenses, is also invested in the STIP.

Investments authorized by The Regents for the STIP include fixed income securities with a maximum maturity of five and one-
half years. In addition, The Regents has also authorized loans, primarily to faculty members residing in California, under the
University’s Mortgag: Origination Program with terms up to 40 years.

The GEP is an investment pool in which a large number of individual endowments participate in order to benefit from
divesitication and economies of scale. The GEP is a balanced portfolio and the primary investment vehicle for endowed gift
funds.

Other investment pools primarily facilitate annuity and life income arrangements. Separate investments are those that cannot be
pooled due to investrnent restrictions or income requirements, or represent the University’s estimated interest in externally held
irrevocable trusts.

Investments authorized by The Regents for the GEP, UCRS, other investrnent pools and other separate investments include equity
securities, fixed income securities and certain other asset classes. The equity portion of the investment portfolios includes both
domestic and foreign commion and preferred stocks which may be included in actively or passively managed strategies, along
with a modest exposiire to private equities. Private equities include venture capital partnerships, buy-out and international funds.
The University’s investment portfolios may include certain foreign currency denominated equity securities. The fixed income
portion of the investinent portfolios may include both domestic and foreign securities, along with certain securitized investments,
including mortgage-hacked and asset-backed securities. Fixed income investment guidelines permit the use of futures and
optinns on fixed inccme instruments in the ongoing management of the portfolios. Derivative contracts are authorized for
portfolio rebalancing in accordance with The Regents' asset allocation policy and as substitutes for physical securities. Real estate
investments are authorized for both the GEP and the UCRS. Absolute return strategies, which may incorporate short sales, plus
derivative or option positions to implement or hedge an investment position, are also authorized for the GEP. Where donor
agre=ments place constraints on allowable investments, assets associated with endowments are invested in accordance with the
terms of the agreements.

The Regents have also authorized certain employee contributions to defined contribution plans included as part of the UCRS'
investments to be mzintained in external mutual funds on a custodial plan basis. The participants’ interest in external mutual
funds is not managed by the Treasurer and totaled $2.36 billion and $2.08 billion at June 30, 2005 and 2004, respectively.

Carrpus foundations” investments in pools managed by the Treasurer are classified for investment type purposes as either
commingled balanced funds or commingled money market funds in the campus foundations’ column depending on whether they
are invested in the GEP or STIP, respectively. Similarly, the UCRS investment in the STIP is classified in the commingled money
marXet category in the UCRS column.



The composition ¢f investments, by investment type, at June 30, 2005 and 2004 s as follows:

(i howsandds of dalors)
UNIVERSITY OF CALIFORNIA Uml;wpg;%f?omm UNII‘I’E{ERTSI‘RIEENFTCSAYL;:‘?P:N "
2005 2004 2005 2004 2005 2004
Equiity securities:
Domes:ic § 2,240,505 § 2,694,288 5 457,015 $ 533202 $ 27122633 $25328715
Foreign 922,025 480,356 99,195 82925 3456570 3,301,639
Equity securities 3,162,530 3,174,644 556,110 616,127 30,579,203 28,630,354
Fixed or variable income securiries:
US. government guaranteed:
US. Treasury bills, notes and bonds 1,648,305 1,769,584 127,216 80544 1598387 4,231,874
US. Treasury strips 193,062 63.835 1919,297 678427
US.TIPS 254,419 2,531,848 2,546,390
US. government-backed securities 4,288 4,250 6,042 8,968 16,696 14,449
US. governmeni-backed-asset-backed securities 8,248 23,240 %5 ) 78,870 225,099
ULS. government guaranteed 2,108,322 1,380,909 133,283 89,543 7,195,098 7,696,339
Other US. dollar denoininated:
Corporate bonds 1932914 1718952 60,524 60,565 2,809,783 2,498,420
Commercial paper 2910091 2,850,244 788,560"
US. agencies 908,297 936431 81,354 100914 3,210,451 2186493
US. agencies-asset-backed securities 247,855 368,790 2971 3429 2994,743 3,051,420
Corporate-asset-bicked securities 52820 20460 110 1858 553,811 278,108
Certificates of deposit/time deposits 93565 536
Supranational/foreizn 911,665 923448 &40 T4 737758 680,013
Ocher 707 925 856 616 £918 19,196
Other U.S. dollar de ominated 6,964,349 6,912,815 149,585 168,632 11,102,024 8,713,650
Foresgn currency deno ninated:
Corporate 10,423 5,356 24,037 77,29
Foreign currency denominated 10,423 9,356 74,037 77,194
Ccmmingled funds:
Absolute return funds 441,851 250253 148016 53217
Balanced funds 504,619 412,005
US. equity funds 191870 353362
Non-US. equity funds 273.115 67.026 251,970 141,108 636495 446,203
US.bond funds 44,799 3952 228,860 269,808
Non-US. bond funds 14429 15426
Money market funds 7.304 2832 343,260 269.565 534,683 389870
Commingled funds 767,669 324,063 1,783,024 1,514,991 L171,178 836,073
P—fivate equity 120116 101,104 110,739 75331 675,666 618,041
Moregage loans 950N 45119 4546 13,028
In: urance contracts 512,468 431.685
feal esrate 24940 15,168 67,313 60252 62,605
Externaily held irrevocable: trusts 194,883 191,261 62,094 55392
01 her investeents 3,507 7115 83,290 3934
Czmpus foundarions’inveszments with the University (861,196) {714.316; -
UCRS investment in the STIP (519,664} {(389.870}
Total investments 12,074,900 11,557,368 2,950,09¢ 1,597,250 $51,372,179 $47,003,436
tess: Current portion (3.889,940) {3.097.348} (341,603 (260,647)
Noncurrent portior $ 8184960 - 5 8,460,020 $2,608,487 §2,336,603




Net appreciation (depreciation} in the fair value of investments includes all changes in fair value, including both realized and
unrealized gains and losses that occurred during the year. The calculation of realized gains and losses is independent of the
unrealized appreciation or depreciation in the fair value of investments held at year-end.

The components of the net appreciation in the fair value of investments for the years ended June 30, 2005 and 2004 are as follows:

(e thotsands 6 voflars)

: UNIVERSITY OF CALIFORNLA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
Realized gains on sale of investments ' 4205,270 4 501,205 § 86,027 S 80,361 § 026,004 $4372.716
Unreal zed appreciation (deprciation} 72874 {210,086) 64,742 140,513 2254642 191,711
Net appreciation in fair value of investments $278,144 $291,119 $156,769 $220,874 $3,180,646 $4,564,427

The University of California Retirement System’s unrealized appreciation on investments held at year-end includes amounts
related to the participants’ interest in external mutual funds. The net unrealized appreciation related to these external mutual
funds was $110.8 mil ion for the year ended June 30, 2005. For the year ended June 30, 2004, the net unrealized appreciation was
$270.5 million.

investment Risk Factors

Therz are many factos that can affect the value of investments. Some, such as custodial credit risk, concentration of credit risk and
foreizn currency risk may affect both equity and fixed income securities, Equity securities respond to such factors as economic
conditions, individual company earnings performance and market liquidity, while fixed income securities are particularly sensitive
to cradit risks and changes in interest rates,

Credit Risk

Fixed income securit es are subject to credit risk, which is the chance that a bond issuer will fail to pay interest or principal ina
timely manner, or that negative perceptions of the issuer’s ability to make these payments will cause security prices to decline.
‘These circumstances may arise due to a variety of factors such as financial weakness, bankruptcy, litigation and/or adverse political
developments. Certain fixed income securities, primarily obligations of the U.S. government or those explicitly guaranteed by the
U.S. government, are not considered to have credit risk.

A bond's credit quality is an assessment of the issuer’s ability to pay interest on the bond, and ultimately, to pay the principal,
Crec it quality is evaluated by one of the independent bond-rating agencies, for example Moody's Investors Service (Moody's) or
Standard and Poor’s (S&P). The lower the rating, the greater the chance — in the rating agency’s opinion — that the bond issuer
will default, or fail to meet its payment obligations. Generally, the lower a bond’s credit rating, the higher its yield should be to
compensate for the additional risk. '

The investment guidelines for the STIP recognize that a limited amount of credit risk, properly managed and monitored, is
prudent and provides incremental risk adjusted return over its benchmark (the benchmark for the STIP, the two-year Treasury
note, has no credit risk). No more than 5 percent of the total market value of the STIP portfolio may be invested in securities rated
below investment grzde (BB, Ba or lower). The average credit quality of the STIP must be A or better and commercial paper must
be rated at least A-1 or P-1, :

The University recogaizes that credit risk is appropriate in balanced investment pools such as the UCRS and GEP by virtue of
the benchmark chosen for the fixed income portion of those pools. That fixed income benchmark, the Citigroup Large Pension
Fund Index (LPF), is comprised of approximately 30 percent high grade corporate bonds and 30 percent mortgage/asset-backed
securities, all of which carry some degree of credit risk. The remaining 40 percent are government-issued bonds. Credit risk in
the VJCRS and GEP is managed primarily by diversifying across issuers and portfolio guidelines mandate that no more than

10 percent of the market value of fixed income securities may be invested in issues with credit rating below investment grade.
Further, the weighted average credit rating must be A or higher.



The credit risk profile for fixed and variable income securities at June 30, 2005 and 2004 is as follows:

[t sy of d2tors)

UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNEA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
Fxed or variable income securities:
US. government guaranteed $2,108322 $1,880,909 §133283 3 89,543 §7,195,098 7696339
Other US. dollar denominated:
AAA 1,598,678 1772714 90,112 108,709 1016374 5781243
AA 1,126,240 924,604 1,758 1970 163,928 170,431
A 698977 618,471 13,675 15,742 1,122,387 796,305
BBB 526,509 629,975 22165 34,567 1,575,264 1.697.717
BB 103,848 28,581 20723 3662 435711 210,306
B 616,935 488 2756 18410
A-1{P-1 2910,092 2100648 788,560
Not rated 5 220,887 664 1226 39,238
Foreign currency denominated;
A 2,822 3010 67,779 58,899
BB 894 2,274 6.258 13641
Not rated 6,707 4,072 \ 4,754
Commingled funds:
US. bond funds: Not rated 44,799 3952 128860 269,808
Non-US. bond funds Mot rated 14429 15426
Money market funds Not rated 7304 2832 343,250 269565 534,683 389,870
Mortgage loans: Not rated 99,021 45119 4546 13,028 )
Insurance contracts: Not rated . 512468 431,685
Custodial Credit Risk

Custodial credit risk is the risk that in the event of the failure of the custodian, the investments may not be returned.

The University of California and the University of California Retirement System’s securities are registered in the University’s name
by the custodial bank as an agent for the University. Other types of investments represent ownershlp interests that do not exist in
physical or book-entry form. As a result, custodial credit risk is remote.

Some of the investments at certain of the University of California campus foundations are exposed to custodial credit risk. These
investments may be uninsured, or not registered in the name of the campus foundation and held by a custodian,

Custodial credit risk exposure refated to investments at the University of California campus foundations is as follows:

{ins thous.anas of dfars)
UNIVERSITY OF CALIEORNIA
CAMPUS FOUNDATIONS
2005 2004
Equity securities:
Domestic §193,151 $238,495
Foreign 12844 10073
Fixed or variable income securities:;
US. government guaranteed: )
US. Treasury bilis, nozes and bonds 46,302 11,326
US. government-backed securities 1,604 1815
Other US. dollar denominared:
Corporate bonds 16467 18,783
US. agencies 24033 32522
Corporate-asset-backed securicies 275 504
Custodial credit risk exposure $294676 $313518
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Concentration of Credit Risk

Cor.centration of credit risk is the risk associated with a lack of diversification, such as having substantial investments in a few
individual issuers, thereby exposing the organization to greater risks resulting from adverse economic, political, regulatory,
geopraphic or credit developments.

The U.S. and non-U.5. equity portions of the University and UCRS portfolios may be managed either passively or actively.

For the portion managed passively, the concentration of individual securities is exactly equal to their concentration in the
ben:hmark. While some securities have a larger representation in the benchmark than others, the University considers that passive
mariagement results in an absence of concentration of credit risk. For the portion managed actively, portfolio guidelines do not
specifically address concentration risk, but do state that the U.S. equity asset class, in the aggregate, will be appropriately diversitied
to control overall ris< and will exhibit portfolio characteristics similar to the asset class benchmark (including concentration of
crecit risk). Concentration risk for individual portfolios is monitored relative to their individual benchmarks and agreed-upon
risk parameters.

Investment guidelines addressing concentration of credit risk related to the fixed income portion of the University and UCRS

porifolios include a limit of no more than 3 percent of the portfolios market value to be invested in any single issuer (except for
secerities issued by the U.S. government or its agencies). These same guidelines apply to the STIP.

Each campus foundztion may have its own individual investment policy designed to limit exposure to a concentration of credit
risk
Investments in issue;s that represent 5 percent or more of total investments at June 30, 2005 and 2004 are as follows:

[ thovsangs of dotars}

UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS - RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
Federat National Mortgage Association $701,673 540,627 542,183 $3,545.401 $3.311.037
Federat Home Loan Mortgag 2 Association 25793

Interest Rate Risk

Interest rate risk is the risk that the value of fixed income securities will decline because of changing interest rates. The prices of
-fixed income securit es with a longer time to maturity, measured by effective duration, tend to be more sensitive to changes in

interest rates and, therefore, more volatile than those with shorter durations. Effective duration is the approximate change in price

of a security resulting from a 100 basis point (1 percentage point} change in the level of interest rates. It is not a measure of time.

Interest rate risk for zhe STIP is managed by constraining the maturity of all individual securities to be less than five and one-half
years. There is no restriction on weighted average maturity of the portfolio as it is managed relative to the liquidity demands of
the investors. The nature and maturity of individual securities in the STIP allow for the use of weighted average maturity as an

effective risk management tool, rather than the more complex measure, effective duration.

Portfolio guidelines -or the fixed income portion of the UCRS and GEP limit weighted average effective duration to the effective
duration of the bencamark {Citigroup Large Pension Fund), plus or minus 20 percent.
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‘The effective durasions for fixed or variable income securities at June 30, 2005 and 2004 are as follows:

UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNLA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
T2005 2004 Tw0s | 2004 T2005 2004
Fizted or vanable income securities;
US. government guar: nteed:
US. Treasury bills, r otes and bonds 28 33 13 22 21 33
US. Treasury strips 140 127 1490 106
US. TIPS 44 44 g1
US. government-bicked securities 69 A © 36 27 69 71
US. government-bicked-asset-backed securities 26 37 06 17 27 39
Other US. dollar dencminated:
Corporate bonds 29 34 54 57 91 84
Commercial paper 00 00 0.0
LS. agericies 18 24 16 18 3.2 44
LS. agencies—asset -backed securities 23 33 09 32 2 34
Corparate-asser-bicked securities 15 318 : 16 319 17 34
Centificates of depcsi/time deposits 01 1.0
Supranationai/fore’sn 23 30 28 0.6 B3 65
Other 8.1 93 28 17 148 148
Foreign currency denominated:
Corporate 232 170 131 1y
Commingled funds:
LS. bond funds 43 48 4 43
Non-US. bond funds 50 45
Money market funds 00 00 21 14 FA| 14
Mortgage loans 00 00 0.0 00
Insurance contraces 00 00

The University considers the effective durations for mortgage loans, insurance contracts and money market funds to be zero. The
terms of the mortgage loans include variable interest rates, insurance contracts can be liquidated without loss of principal and
money market funds have a constant $1 share value due to the short-term, liquid nature of the underlying securities.

Investments may ilso include various mortgage pass-through securities, collateralized mortgage obligations, structured notes,
variable-rate secu:ities, callable bonds and convertible bonds that may be considered to be highly sensitive to changes in interest
rates due to the existence of prepayment or conversion features, although the effective durations of these securities may be low.
At June 30, 2005 and 2004, the fair values of such investments are as follows: ’

(e shossangs of doiss!

UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
005 2004 2005 2004 008 2004
 ortgage-backed securities $308,923 $378,001 556,231 §63,958 $3.522099 $3,115183
Collateralized mortgage cbligations 14,029 19,944 28,533 105,325 161,336
Other asses-backed securities 20460 2965 1354 278108
Callable bonds 22,160 17077 1,245 1,461 820,196 699,561
Total §331,083 519,567 $80,385 $§95,306 $4,507,620 $4,154,188
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Mortgage Pass- Through Securities. These securities are issued by the Federal National Mortgage Association (Fannie Mae),
Government National Mortgage Association (Ginnie Mae} and Federal Home Loan Mortgage Association {Freddie Mac) and
include short embed ded prepayment options. Unanticipated prepayments by the obligees of the underlying asset reduce the total
expected rate of retun.

Collateralized Mortgage Obligations. Collateralized mortgage obligations (CMOs) generate a return based upon either the
payrnent of interest cr principal on mortgages in an underlying pool. The relationship between interest rates and prepayments
makes the fair value highly sensitive to changes in interest rates. In falling interest rate environments, the underlying mortgages are
subject to a higher propensity of prepayments. In a rising interest rate environment, the opposite is true.

Other Asset-Backed securities. Other asset-backed securities also generate a return based upon either the payment of interest or
principal on obligations in an underlying pool, generally associated with auto loans or credit cards. As with CMOs, the relationship
between interest rates and prepayments makes the fair value highly sensitive to changes in interest rates.

Callable Bonds. Although bonds are issued with clearly defined maturities, an issuer may be able to redeem, or call, a bond earlier
than its maturity date. The University must then replace the called bond with a bond that may have a lower yield than the original.
The call feature causes the fair value to be highly sensitive to changes in interest rates.

At June 30, 2005 and 2004, the effective durations for these securities are as follows:

UNWERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
Mortgage backed securities 21 33 15 15 18 34
Cotlateratized mortgage obligations 22 15 18 s 43
Other asset-backed securitiex. 38 17 44 34
Callatfe bonds 5.2 54 15 50 40 53

Foreign Currency Risk

The University’s stralegic asset allocation policy for the UCRS and GEP includes an allocation to non-US equities. These equity
investments are not hedged, therefore foreign currency risk is an essential part of the investment strategy. Portfolio guidelines
for fixed income securities also allow exposure to non-US dollar denominated bonds up to 10 percent of the total portfolio
market value. Exposire to foreign currency risk from these securities is permitted and it may be fully or partially hedged using
forward foreign currzncy exchange contracts. Under the investment University’s policies, such instruments are not permitted for

speculative use or to create leverage.



At June 30, 2005 and 2004, the foreign currency risk expressed in U.S. dollars, organized by currency denomination and
investment type, is as follows:

finnpigrizangs of 2a¥ars

UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFQRNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
Eqjuity securizies
turo § 389,606 § 147973 $25176 $ 19874 § 1,489910 51,017,066
British Pound 106.799 111,615 19616 15796 356,110 767163
Japanese Yen 76,623 109,239 20,855 18830 256,755 750837
Swiss Franc 36.087 32173 6,669 6,204 124,430 N3N
Canadian Dollar 12175 28,609 5396 4,449 41.978 196,636
Australian Dollar 41,335 22,134 5548 4,201 157,685 152,136
Swedish Krona 40,824 10,886 1,950 1473 160,911 74824
Hong Kong Dollar 16,883 7,143 1.8%0 1,404 57,041 45,099
Singapore Dollar 124181 3576 858 1,241 503,627 24,577
Danish Krone 37,484 3,540 319 353 151,988 24334
Norwegean Krone 22671 2401 1,146 89,768 16,501
New Zealand Dollar 13,119 967 142 52,350 644
South African Rand 2276 848 419 7529
Other 1962 9,888 7535 6,488
- Subtotal 922,025 480,356 99,195 82,925 3,456,570 3,301,639
Fired income securities;
Canadian Dotlar 10,423 935 77294
Australian Dollar 74,037
Subtotal 10,423 . 9,356 74,037 77,294
Commingled funds:
Various currency denc minations:
Balanced funds R 43,560
Non-US. equity funds 2735 67026 95.383 636,495 446,203
Non-US. bond func s 2035 '
Subtotal 273,715 67,026 140,978 636,495 446,203
Total exposure to foreign currency risk $1,206,163 $556,738 $99,195 $223,903 $4,167,102 $3,825.136

Futures, Options and Swaps
The University may include futures, options and swap contracts in its investment porifolios. The Board of Trustees for each
campus foundatioa may also authorize these contracts in its investment policy.

'The University enters into futures contracts for the purpose of acting as a substitute for investment in equity and fixed income
securities. A futurzs contract is an agreement between two parties to buy and sell a security or financial index, interest rate

or foreign currency at a set price on a future date. They are standardized contracts that can be easily bought and sold and are
exchange-traded. i"pon entering into such a contract, the University is required to pledge to the broker an amount of cash or
securities equal to the minimum initial margin requirements of the exchange on which the contract is traded. Pursuant to the
contract, the University agrees to receive from, or pay to, the counterparty an amount of cash equal to the daily fluctuation in

the value of the contract. Since these contracts are settled on a daily basis, with the resulting realized gain or loss included in the
statement of revenues, expenses and changes in net assets, there is no fair value for these contracts at the end of the year inctuded
in the statement o net assets. The underlying notional value of these contracts at June 30, 2005 for the University and the UCRS
was $42.6 million and $426.4 million, respectively, and at June 30, 2004 was $69.4 million and $337.7 million, respectively.

A option contract gives the University the right. but not the obligation, to buy or sell a specified security or index at a fixed price
during a specified period for a nonrefundable fee (the “premium”). The maximum loss to the University is limited to the premium
originally paid for covered options. The University records premiums paid for the purchase of these options in the statement of
net assets as an investment which is subsequently adjusted to reflect the fair value of the options, with unrealized gains and losses
included in the stazement of revenues, expenses and changes in net assets. Neither the University nor the UCRS held any option
centracts at June 31, 2005 or June 30, 2004.
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An interest rate swap is a contractual agreement entered into between the University and a counterparty under which each agrees
to exchange periodic fixed or variable interest payments for an agreed period of time based upon a notional amount of principal
or vilue of the underlying contract. The University records interest rate swaps entered into for investment purposes at fair value,
with unrealized gains and losses included in the statement of revenues, expenses and changes in net assets. Neither the University
nor the UCRS held any interest rate swap contracts at June 30, 2005 or June 30, 2004.

The University could be exposed to risk if the counterparty to the contracts was unable to meet the terms of the contracts,
Counterparty credit zisk is limited to a receivable due to the variation margin in futures contracts, or to the ability of the
counterparty to meet the terms of an option contract that the University may exercise. Either risk is remote for exchange-traded
contracts. Additional risk may arise from futures contracts traded in non-U.S. markets as the foreign futures contracts are cleared
on, and subject to, the rules of foreign boards of trade. In addition, funds provided for foreign futures contracts may not be
afforded the same protection as funds received in respect of U.S. transactions. The University seeks to control counterparty credit
risk in all derivative contracts that are not exchange-traded through counterparty credit evaluations and approvals, counterparty
credit limits and exposure monitoring procedures undertaken by the Treasurer.

The University's Investment Pools
The composition of the University of California’s investments at June 30, 2005, by investment pool, is as follows:

{in thone s of codlans)
UNIVERSITY OF CALIFORNIA
. sTip GE? OTHER ToTAL

Equity securities:

Decmestic ’ $2,151.377 $ 89,128 § 2.240,505

Foeign 004,854 17N 922,025
Fixed 3r variable income secu-ities: -

US. government guarante xd $1572.488 459,871 75,963 2,108,322

Other US. dollar denominited 6,087,589 805301 71.45% 6.964.349

Foeign currency denominared 10423 10423
Comraingled funds 720675 46,594 767,669
Private equity : 117.255 2.861 120116
Mortzage loans 98450 571 99,021
Real estate 6,906 18,034 24,940
Externally held irrevocable trusts 194,883 194,883
Other investments 3,507 3507

Su3total 7,758,527 5,176,662 520571 13,455760
Campus foundations’ investm.ents with the University {332,190} {438.476) {90,530) (861,196)
UCRS investment in the STIP (519.664) (519.664)

Tozalinvestments 56,906,673 $4,738,186 $430,041 $12,074,900

The total investment return, representing the combined income plus net appreciation in the fair value of investments, for the vear
ended June 30, 2005 was 10.3 percent for the GEP and 9.8 percent for the UCRS. The investment return, representing combined
inceme and realized gains or losses, for the STIP during the same period was 3.6 percent. Other investments consist of numerous,
small portfolios of investments, or individual securities, each with its individual rate of return.

Related Party Relationships with the University

The UCRS and camg us foundations may invest available cash in the STIP. Shares are purchased or redeemed in the STIP at a
constant value of $1 per share. Actual income earned, including any realized gains or losses on the sale of the STIP investments,
is allocated to the UCRS and campus foundations based upon the number of shares held. Unrealized gains and losses associated
with the fluctuation .n the fair value of investments included in the STIP are recorded by the University of California as the
marniager of the pool. ' '

The campus foundations may purchase or redeem shares in the GEP or other investment pools at the unitized value of the
porifolio at the time of purchase or redemption. Actual income earned is allocated to the campus foundations based upon the
number of shares he’d.



Campus Foundations

Campus foundatiéns’ cash and cash equivalents and investments that are invested with the University and managed by the
Treasurer are exchided from the University’s statement of net assets and included in the campus foundations’ staternent of net
assets. Under the zccounting policies elected by each separate foundation, certain foundations classify all or a portion of their
irvestment in the 5TIP as cash and cash equivalents, rather than investments. Substantially all of the campus foundations’
ir.vestments managed by the Treasurer are categorized as commingled funds by the campus foundations in the composition of
investments.

Tae fair value of the campus foundations’ cash and cash equivalents and investments that are invested with the University, by
irvestment pool, at June 30, 2005 and 2004 is as follows:

{im thousards of dofars}

2005 2004

STIP $332,190 §271.185
GEP 438476 380,395
Other investment pools 63.655 60633
Separate investments 27475 2103
Campus foundations” investments with the University 861,196 714,316
Classified a3 cash and cash equivalents by campus foundations (22.024) (25,286)
Classified as investments by campus foundations $839,172 $689.830

Eadowment investment income in the University’s statement of revenues, expenses and changes in net assets is net of income
ezrned by and distributed to the campus foundations totaling $28.9 million and $26.7 million for the years ending June 30, 2005
and 2004, respectively. :

The UCRS ~ ) _ :
The UCRS had $5.9.7 million and $389.9 million invested in the STIP at June 30, 2005 and 2004, respectively. These investments
are also excluded from the University’s statement of net assets and are included in the UCRS’ statement of plans’ fiduciary net
assets and categorized as commingled funds in the composition of investments. The STIP investment income in the University’s
staterment of revenues, expenses and changes in net assets is net of income earned by and distributed to the UCRS totaling $16.5
million and $11.4 million for the years ended June 30, 2005 and 2004, respectively.

Agency Relationships with the University

The STIP and GEF mav also include investments on behalf of external organizations that are associated with the University,
although not signilicant or financially accountable to the University. These organizations are not required to invest in these pools.
As with the UCRS and campus foundations, participants purchase or redeem shares in the STIP at a constant value of $1 per share
and purchase or redeem shares in the GEP at the unitized value of the portfolio at the time of purchase or redemption, Actual
income earned is cllocated to participants based upon the number of shares held. '

The fair value of these investments in each investment pool and the related liability associated with these organizations that are
ir.cluded in the Uriversity’s statement of net assets at June 30, 2005 and 2004 are as follows:

fo: hipegsn

2005 2004

Short-term investments:
STiP - $ 91.299 S 81,640
GEP - 113,109 113,192
Cther investments - 31850 21723
Total agency assets $236,158 $216,555

Funds held for others $236,258 $216,555




The: composition of the net assets al June 30, 2005 and 2004 for the STIP and GEP is as follows:

sTp GEP
2005 2004 2005 ) 2004
Investments $7,758,527 § 7,503,499 55,176,662 4719127
Invesement of cash collatera 1874856 2,259,130 870,610 1,545,188
Secu-ities iending colfateral (1.874,428; {2259,419) {870411) (1,545,386]
Other assets and liabilzties, net 164.884 87,359 (23.087) 7.289
Natassets $7923.839 $ 7,590,569 §5,153,774 $4.726.218

The changes in net assets for the STIP and GEP for the vears ending June 30, 2005 and 2004 are as follows:
[ i ngrch :

sTIP GEP
2005 2004 2005 -2004

Net zssets, begianing of year 57,590,569 57,243,179 $4.726,218 $4,364.498

Investment income 257,679 228731 132116 123,388

Net zppreciation {depreciatian) in fair vaiue of investments (56,415) {197,522} 296,536 173.216

Partiripant contributions (wthdrawals}, net 132,606 316,181 {1.096) {134,884

Nitassets, end of year $7.923,839 $7,550,569 $5,153,774 $4,726,21%

3. SECURITIES LENDING

The University and the UCRS jointly participate in a securities lending program as a means to augment income. Campus
founrdations’ cash ard cash equivalents and investments that are invested with the University and managed by the Treasurer are
included in the University’s investment pools that participate in a securities lending program. The campus foundations’ allocated
share of the prograni’s cash collateral received, investment of cash collateral and collateral held for securities lending is determined
based upon their equity in the investment pools. The Board of Trustees for each campus foundation may also authorize
paricipation in a direct securities lending program.

Secarities are lent to selected brokerage firms for which collateral received equals or exceeds the fair value of such investments
during the period of the loan. Securities loans immediately terminate upon notice by either the University or the borrower.
Collateral may be cash or securities issued by the U.S. government or its agencies, or the sovereign or provincial debt of foreign
countries. Collateral securities cannot be pledged or sold by the University unless the borrower defaults.

Loans of domestic e;juities and all fixed income securities are initially collateralized at 102 percent of the fair value of securities
lent. Loans of foreig:1 equities are initially collateralized at 105 percent. Al borrowers are required to provide additional collateral
by the next business day if the value of the collateral falls to less than 100 percent of the fair value of securities lent.

Cash collateral received from the borrower is invested by the lending agent, as an agent for the University, in an investment pool
in the name of the University, with guidelines approved by the University. These investments are shown as investment of cash
collateral in the statément of net assets. At June 30, 2005 and 2004, the securities in this pool had a weighted average maturity

of 30 and 41 days, respectively. The University records a liability for the return of the cash collateral shown as collateral held for
seclirities lending in the statement of net assets. Securities collateral received from the borrower is held in an investment pool by
the University’s cust3dial bank.

g. - . -
At June 30, 2005, the University had no exposure to borrowers because the amounts the University owed the borrowers exceeded
the amounts the borrowers owed the University. The University is fully indemnified by its custodial bank against any losses
incurred as a result of borrower default,



The composition of the securities lending programs at June 30, 2005 and 2004 s as follows:

{in touscmdt of Zoliors)
UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNLA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 2004 2005 2004 2005 2004
SECURITIES LENT
For cash collateraf:
Equity securities:
Domestic $ 179376 $1,012,509 § 49617 $ 33494 $ 1714511 S 433877
Foreign 168,027 111,302 5735 5,562 640,123 723,309
Fix»d income securities:
US. government guaranteed 1,653,615 1705829 56 6,328,288 6622737
Other US. dollar denorinated 745494 937,396 52 1,970,652 1.312,40%
Campus foundations’ sharz (230.783) {226,086} 230,783 226086
Lent for cash collateral 1,515,729 3,541,350 286,135 263250 10,653,574 9,142,318
For securtties collateral:
Equity securities: R
Domestic 5412 3,758 66978 11,897
Foreign 3715 1409 12438 9,157
Fix>d income securities:
US. government guaranteed 139,358 117,868 586,166 450932
QOther US, doltar denorinated 100,499 59101 243,053 60,016
Lent for securities collzteral 248,994 182,136 1,008,635 532,609
Total securities lent $2,764,723 $3.723,486 $286,135 §265,250 $11,662,209 $9,674,337
COLLATERAL RECEIVED
Caih $2.808327 $ 3,840,847 CERTARE: § 40260 $ 10,891,365 $9.2987
Canpus foundations' shara 230,783} (226,086} 230.783 226,086 -
Total cash collateral received 2,577,544 3,614,761 287,901 166,346 10,891,365 9,298,709
Securities 256,335 188,275 1,037,456 539776
Total colateral received $1,833879 $3,803,036 $287,901 $ 266,346 $11.928.821 $9,838,485
IN'VESTMENT OF CASH COLLATERAL
Fixed income securities:
Other US. dollar denoininated:
Corporate bonds § 556047 $ 685629 S 229% $ 14598 $ 2156483 $1,659912
Commercial paper 165,808 629,021 643,046 1522864
Repurchase agreenents 49741 233849 &M 6161 1929,119 566151
US. agencies 234,346 567,351
Corporate-asset-bicked securities 402,622 633,169 7398 7503 1,561,463 1532,905
Certificates of depcsititime deposits 996,601 1171927 6997 9498 3,865,060 2837239
Supranational/foreign 188870 204,419 732482 494,898
Other 10997 2500
Commingled funds—money market funds 43810 19 106,063
Other assets. net 1,600 4,185 6,204 037
Campus foundations’ share (230.783) (226.086) 230,783 236086
Investment of cash collateral 1,578,186 3,614,269 287,901 266,346 $10,893,857 $9,297,520
Less; Current portion (1,846,094) (3004420) " (222369) (228198)
Noncurrent portion $ 732,092 $ 609,849 § 65,532 $ 38148
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The Liniversity earns interest and dividends on the collateral held during the loan period, as well as a fee from the brokerage firm,
and is obligated to pay a fee and rebate to the borrower. The University receives the net investment income. The securities lending
income and fees and rebates for the years ended June 30, 2005 and 2004 are as follows:

(i theusunds 5f allors

UNIVERSITY DF CALIFORN I.o; uné:’:\'}’ﬂ;\;gsg‘;k[%mTA o lF‘l,EE'I"lI?!IET;g:TCSAVLS';‘E):\NIA

2005 1004 005 004 005 004
Securities lending income 566,199 $32228 $7.239 §2733 § 238597 $107,819
Securities lending fees and rebates (61622} (26,553) {6733} (2227) (222473) (88.834)
Securities lending investment income, net § 4577 $ 5675 $ 506 $ 526 § 16,524 $ 18985

Investment Risk Factors

Therz are a variety of potential risk factors involved in a securities lending program. Risks associated with the investment of
cash collateral may include the credit risk from fixed income securities, concentration of credit risk, interest rate risk and foreign
currency risk. In addition, there may be custodial credit risk associated with both cash and securities received as collateral for
securities lent.

'The University and tke UCRS investment policies and other information related to each of these risks are summarized below.

Campus foundations that participate in a securities lending program may have their own individual investiment policies designed
to limit the same risks.

Credit Risk -

The Vniversity’s and the UCRS' investment policies for the investment of cash collateral maintained in a separately managed
collateral pool restric:s the credit rating of issuers to no less than A-1 or P-1 for short term securities and no less than A2/A for
long term securities. Asset-backed securities must have a rating of AAA.

The credit risk profile for fixed or variable income securities associated with the investment of cash collateral at June 30, 2005 and
2004 is as follows:

(i romsnds of dolaes)
UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPLUS FOUNDATIONS RETIREMENT SYSTEM
1605 2004 2005 1004 2005 1004
Fixed crvariable income securities:

Ott.er US. doilar denomin: ted:

AAA $ 434807 $1.033.912 $ 9308 § 7510 $1,686,289 $2.503,104
AA 505,171 461,867 25491 9112 1,959,179 1,118,182
AT 221905 79314 s 5,999 15,475 860,600 192,019
A-1/P1 1645486 2207267 3,499 2,002 6,381,589 5368015
Wot rated ' 8712 6,161

Commingled funds: ’

Mcney markes funds: Not -ated 43810 19 106,063
Other .1ssecs, net: Not rated 1,600 4,185 6,204 10,137
Campuis foundations’ share {230.783) 1226,086) 239783 226,086
Custodial Credit Risic

Cash collateral received for securities lent is invested in a pool by the University’s custodian. The University of California and the
UCRS securities related to the investment of cash collateral are registered in the University’s name by the custodial bank as agent
for the University. Securities collateral received for securities lent are held in an investment pool by the University’s custodial bank.
As a result, custodial credit risk is remote.



Concentration of Credit Risk

The University's and the UCRS’ investment policy with respect to the concentration of credit risk associated with the investment
of cash collateral in the separately managed collateral pool restricts investments in any single issuer of corporate debt securities,
time deposits, certificates of deposit, bankers acceptances and money market funds to no more than 5 percent of the portfolio
value. The camp s foundation that directly participates in a securities lending program does not have a specific investment policy
related to concentration of credit risk, although the lending agreement with the agent establishes restrictions for the type of
investments and minimum credit ratings.

Investments in issuers that represent 5 percent or more of the total investment of cash collateral at the campus foundation at June
30, 2005 and 20( 4 are as follows:

finthsusonds
UNIVERSITY OF CALIFORNIA
CAMPUS FOUNDATIONS

1005 2004
John Hancock 52600
AIG Sun America §2998 3000
Merrill Lynch Repo Agreement 6,161
Deutsche Bank Securities 871

'nterest Rate Risk

'The nature of incividual securities in the collateral pool allows for the use of weighted average maturity as an effective risk
management measure. The University’s and the UCRS’ investment policy with respect to the interest rate risk associated with
1he investment o: cash collateral in the separately managed collateral pool requires the weighted average maturity of the entire
vollateral pool to be less than 120 days. The maturity of securities issued by the U.S. government and asset-backed securities
must be less than five years, corporate debt obligations must be less than two years and time deposits must be less than 190 days.
Floating rate debt may be used, but it is limited to 65 percent of the market vatue of the portfolio.

"The weighted average maturity expressed in days for fixed or variable income securities associated with the investment of cash
collateral at June 30, 2005 and 2004 is as follows:

{ n thousands of Sollors)
UNIVERSITY OF CALIFORNIA UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS RETIREMENT SYSTEM
2005 004 1005 004 2005 2004
Fixed or variable income securities:
Other US. dollar den yminated:
Corporate bonds 50 46 43 35 50 46
Commercial pape- 23 26 3 26
Repurchase agreements 1 1 1 1
US. agencies 136 136
Corporate-asset-backed securities 35 n 25 24 35 pi]
Certificates of deg osit/time deposits 37 38 17 18 37 i
Supranational/for sign 26 76 26 76
Other - 25 23
Commingled funds:
Money market funds 1 1 1

Investment of cash collateral may include various asset-backed securities, structured notes and variable-rate securities that may be
considered to be highly sensitive to changes in interest rates due to the existence of prepayment or conversion features, although
the weighted average maturity may be short. '



At June 30, 2005 and 2004, the fair value of investments that are considered to be highly sensitive to changes in interest rates is as
follows:

(i thows ands of doliars)
UNIVERSITY OF CALIFORNIA um’:ﬁsnigzﬁsﬂ';%mm UNII‘!’;I'}I;IET:\ Eol\::'IE:SAYI;E:\N "
1005 2004 005 004 2005 004
Other asset-backed securities $ 412359 $ 633169 $ 7,398 $ 7.503 $1.598.840 $1,532,905
Variable-rate investments 713,746 707,578 2,768,077 173,050
Camp.ss foundations’ share (92,547) (78931) 92,547 78931
Total $1,033,458 $1,261,816 $99,945 586,434 $4,366,917 §3,245,955

At June 30, 2005 and 2004, the weighted average maturity expressed in days for asset-backed securities was 34 days and 20 days,
respectively, and for variable-rate investments was 46 days and 56 days, respectively.

Foreign Currency Risk

The University’s and the UCRS’ investment policy with respect to the foreign currency risk associated with the investment of cash
collateral maintained in a separate collateral pool restricts investments to U.S. dollar denominated securities. Therefore, there is no
foreign currency risk.

4. INVESTMENTS HELD BY TRUSTEES

The University has entered into agreements with trustees to maintain trusts for the University’s self-insurance programs, long-
term debt requirements, capital projects and certain other requirements. In addition, the state of California retains on deposit
certain proceeds from the sale of lease-revenue bonds to be used for capital projects. The combined fair value of all of the
investments and deposits held by trustees was $948.4 million and $575.4 million at June 30, 2005 and 2004, respectively.

Self-Insurance Programs

Investments held by trustees for self-insurance programs include separate trusts for the workers’ compensation and professional
med'cal and hospital liability programs. Securities are held by the trustee in the name of the University. The trust agreements
permit the trustee to invest in U.S. and state government or agency obligations, corporate debt securities, commercial paper or
certificates of deposit

‘The composition of cash and investments and effective duration associated with fixed income securities for self-insurance
programs at June 30, 2005 and 2004, respectively, is as follows:

[in thowsands of doviars;

INVESTMENTS AT FAIR VALUE EFFECTIVE DURATION
2005 2004 Ta08 2004
Cash S 1738 § 1476 a0 00
US. government gharanteed
US. Treasury bills, nozes and bonds 4037 10,354 09 1.1
US. government-backed-asset-backed securities 47,459 44,392 20 16
Other US. dollar denominated:
Corporate-asset-backed secutities 62,497 45473 39 7
US. agencies—asset-backed securities 308,658 248,812 26 19
Commingled funds-money market funds 18.274 21,695 0.0 0.0
Total §442,663 $372.1902

Asset-backed securities, generally collateralized mortgage obligations, with underlying government agency collateral or credit
ratings ranging from A to AAA, are utilized within the investment constraints in order to enhance investment returns over other
high-grade fixed income asset classes.
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l.ong-Term Debt

Investments helc by trustees for future payment of principal and interest in accordance with various indenture and other long-
term debt requirzments totaled 96.5 million and $96.2 million at June 30, 2005 and 2004, respectively.

The state financing appropriations to the University are deposited in commingled U.S. bond funds managed by the State of
California Treasurer’s Oflice, as trustee, and used to satisfy the annual lease requirements under lease-purchase agreements with
the state. The fair value of these deposits was $79.1 million and $78.9 million at June 30, 2005 and 2004, respectively.

In addition, other securities held by trustees are held in the name of the University. These trust agreements permit trustees to
invest in U.S. anc: state government or agency obligations, commercial paper or other corporate obligations meeting certain

. credit rating requirements. The fair value of these investments was $17.4 million and 317.3 million at June 30, 2005 and 2004,
respectively.

(Capital Projects

Investments held by trustees to be used for capital projects totaled $408.1 million and $105.2 million at June 30, 2005 and 2004,
respectively. '

Proceeds from the sale of the state’s lease-revenue bonds to be used for financing certain of the University’s capital projects are
deposited in a conmingled US. bond fund managed by the State of California’s Treasurer’s Office, as trustee, and distributed to the
University as the projects are constructed. The fair value of these deposits was $298.0 million and $92.8 million at June 30, 2005
end 2004, respectively.

In addition, proczeds from the sale of bonds and certain gifts to the University are held by trustees to be used for financing other
capital projects. The fair value of these investments was 3110.1 miilion and $12.4 million at June 30, 2005 and 2004, respectively.

Substantially all of these investments are of a highly liquid, short term nature.

University depos 1s into the trusts, or receipts from the trusts, are classified as an operating activity in the University’s statement
of cash tlows if related to the self-insurance programs, or a capital and related financing activity if related to long-term debt
requirements or a capital project. Deposits directly into trusts by third parties, investment transactions initiated by trustees in
conjunction with the management of trust assets, and payments from trusts directly to third parties are not included in the
University’s statemnent of cash flows.

5. ACCOUNTS RECEIVABLE
Accounts receivasle and the allowances for uncollectible amounts at June 30, 2005 and 2004 are as follows:

[+ 2 thousanas of collors)

URIVERSITY OF CALIFORNIA

UNIVERSITY OF
STATEAND CALIFORNIA
FEDERAL MEDICAL ENVESTMENT CAMPUS
GOVERNMENT CENTERS INCOME OTHER TOTAL FOUNDATIONS
A June 30 X005 .
Accounts receivable §559.531 $ 823,089 568,326 $473730 $1924676 $9512
Allowance for uncollectible amounts (143.934) (34.888) (178.822)
Accounts receivable, net $559.51 $679,155 $68,326 $438,842 $1,745,854 $9,512
A june 3,104
Accounts receivable $568.745 $814,727 569,188 $506,777 $1,559,437 §5.828
Altowance for uncollectidle amounts (148) (147,483) (33.658) (181,289)
Accounts receivable, net $568,597 $667,244 $69,188 $473,119 $1,778,148 $5,828

The University’s other accounts receivable are primarily related to private grants and contracts, physicians’ professional fees,
investment sales, tuition and fees and auxiliary enterprises,

The University of California campus foundations’ accounts receivable are primarily related to investment income.



Retirement System Contribution

The state of California agreed to make contributions related to certain prior years to the University for the University of California
Retirement Plan in annual installments over 30 years. During each of the vears ended June 30, 2005 and 2004, under the terms

of these agreements, the state of California contributed $11.3 million, including interest at rates ranging from 8.0 percent to

8.5 percent. At June 30, 2005 and 2004, the remaining amounts owed to the retirement plan by the state were $78.8 million and
$83.2 million, respec:ively. These amounts are recorded in the University's statement of net assets as a receivable from the state of
California and as a liability owed to the University of California Retirement Plan. The University of California Retirement Plan has
the equivalent amounts recorded as a contribution receivable from the University in its statement of plans’ fiduciary net assets.

6. PLEDGES RECEIVABLE

The composition of pledges receivable at June 30, 2005 and 2004 is summarized as follows:

(in thous ndk; of doflars)
UNIVERSITY OF CALIFORNLA EAMPUS FOUNDATIONS
2005 2004 . 2005 2004
Toral rledges receivable ourst mding $141,910 $140307 § 545926 5 589,562
Less: Unamortized discount to: present value (6.:849) (4,358} {(94,237) (106.165)
Allowance for uncollectit le pledges {31.398) (29,047} (25,039} (30.854)
Total pledges receivabie, net . 103,163 _ 106,8% 426,650 452,543
Less; Current portion of pledges receivable (34370} {34.687) (127,343} {113.242)
Noncurrent portionof plec ges receivable $ 68,793 $ 72209 $299,307 $ 339,301

Future pledge payments for each of the five fiscal years subsequent to June 30, 2005 and thereafter are as follows:

{in thousands of doliors)
. UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS

Year Erding fare 3)
2006 440959 3134822
2007 26,062 65,792
2008 29,861 53,496
2009 12,588 36.302
2010 28471 - 23,695
20112005 3,669 192,352
Beyond 2015 300 39,467

Tozal payments on pledges receivable $H1,910 §545,926

7. NOTES AND MORTGAGES RECEIVABLE 7 .
Notes and mortgages receivable at June 30, 2005 and 2004, along with the allowance for uncollectible amounts, are as follows:

(" thaus ands of defians;

UNIVERSITY OF CALIFORNIA
UNIVERSITY OF CALIFORNEA

NONCURRENT CAMPUS FOUNDATIONS
CURRENT NOTES MORTGAGES TOTAL CURRENT NONCURRENT ToTAL
Atjune 32 X005
Nores and mortgages receivahle $40.851 $238,288 $ 25,444 $263.732 © 5844 ) $ 69 $ 913
Allowance for uncollectible aimounts (5179 (13.332) (80) (13.412)
Notes and mortgages receivable, net $35672 . 522495 $25,364 $250,320 $844 $ 69 § 913
Ahene 3 204
Notes and mortgages receivable $37514 $253.945 5 21560 $275,505 $541 $1.300 §1,841
Allow.ince for uacollectible amounts (5.746) (11,295) : (236} {11531}

Notes and mortgages receivable, net $31,768 $242,650 $21,324 $263,974 $541 $1,300 $1,841




8. CAPITAL ASSITS

The University’s capital asset activity for the years ended June 30, 2005 and 2004 is as follows:

fin housanss of deirs)

~

2003 ADDITIONS DISPOSALS 2004 ADDITIONS DISPOSALS 2005
ORIGINAL COST
Land $ 391009 5 46320 S (658} § 436691 § 53488 §  (494) S 489685
Infrastructure 318983 39211 {200) 357,994 6,096 (784) 363,306
Bu Idings and improvemeuts 12,050,529 903,251 (19.503) 12934277 1418219 (21.870) 14330626
Egtipment 4,203915 548,318 (300.665) 4,451,568 452,700 (650448) 4,253,820
Likraries and collections 2,573,943 104515 2678458 109932 2,788,390
Spcial collections 224,500 7495 (n8) 231677 14,060 159} 245,578
Construction in prograss 2,176,894 817969 2,994,863 316637 3,311,500
Capital assets, at originl cost $21,939.793 $2,467,079 $(321.344} $24,085,528 $2,371,132 ${673,755) $25,782,905
DEPRECIATION AND DEPRECIATION AND
2003 AMORTIZATION DISPOSALS 2006 AMORTIZATIGN DISPOSALS 2005
ACCUMULATED DEPRE ZIATION AND AMORTIZATION
Enfrasrr-ucmre S 140,285 $ 13062 $ (123) § 153224 $ 1,198 $  (784) $ 163638
Buidings and improvements 4575,320 406,763 (8,585) 4973298 448,528 (10352) 5411474
Eq-tipment 2,801,960 387,398 (259024} 2930334 401,051 1609,468) sz
Likraries and coilections 1,768.882 92,588 1,861.470 94,101 1,955,571
: Accumulated depreciationand amortization  § 9,286,247 $899,811 $(267.731) § 9.918,326 § 954,878 ${620,604) $10,252,600
§14,167,202 $15,530,305

Capital assets, net §12,653,546

In January 2004, the University sold surplus land with net proceeds totaling $53.8 million. The University transferred these
proceeds to the state of California. The transfer was included in other nonoperating expenses in the statement of revenues,

erpenses and changes in net assets.

9. SELF-INSURANCE, OBLIGATIONS UNDER LIFE INCOME AGREEMENTS AND OTHER LIABILITIES

The University’s self insurance and other liabilities, primarily employee leave and other compensated absences with similar
characteristics, a contribution owed to the University of California Retirement Plan and accrued interest, at June 30, 2005 and

20004 are as follows:

(i thonspeds of dofters)
UNIVERSITY OF CALIFORNIA
ENIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS
2005 2004 2005 2004
CURRENT NONCUARENT CURRENT NONCURRENT CURRENT NONCURRENT CURRENT  NONCERRENT

Se.finsurance programs i $158,512 $403,315 $ 158,359 $408,603
Otigations under life inccme agreements 674 $ 20,124 653 $ 20,119 520,593 $141,752 519088  $134,687
Other liabilities:

Compensated absence; 327481 §185965 303,719 179,551

Retirement plan 4753 74015 4,394 78,768

Accrued interest 65,465 59,545

Qther 202,289 74548 197,805 38,247 n $ 10,224 $1,523 5 13109
- Total $759.174 $334,528 $712,475 $296,566 $20,914 $ 10,224 $26,611 $ 13,105
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Self-Insurance Programs

The University is self-insured for medical malpractice, workers’ compensation, employee health care and general liability claims.
These risks are subject to various claim and aggregate limits, with excess liability coverage provided by an independent insurer.
Lizbilities are recorded when it is probable a loss has occurred and the amount of the loss can be reasonably estimated. These
losses include an estimate for claims that have been incurred, but not reported. The estimated liabilities are based upon an
incdependent actuatial determination of the present value of the anticipated future payments.

Changes in self-insurance liabilities for years ended June 30, 2005 and 2004 are as follows:

. . .
fr mypssndsof dofars

MEDICAL WORKERS' EMPLOYEE GENERAL
MALPRACTICE CONMPENSATION HEALTH CARE UABILITY TOTAL

Year Ended June 3, 205
Liabities at June 30, 2004 $158,958 $353.151 $13.659 $41,194 5566,962
Claims incurred and changes in estimares 40,718 68,793 124,593 16,360 250,264
Claim payments (45319} {72.566) T 1122,074) {15,140} (255399}

Liabilities at June 30, 20¢5 $154,357 $349,078 516,178 542,214 $561,817
Discount rate 6.0% . 55% Undiscounted . 4,0%
Year Eagad Lang 3) 2004
Liab'lities at June 30, 2003 $168.813 §278392 517,976 $54.991 $520.177
Clairns incurred and changes in estimates 26,342 155,092 103,165 4,648 289.247
Clairn paymenis (36.202) {80.333) (107.482) (18,445) 1242.462)

LUigbilities at june 30, 2004 $158,958 $353,151 513,659 $41,194 $566,962
Disc:yunt rate 6.5% 50% Undiscounted 4.5%

The increase in ‘the estimated liabilities at June 30, 2005 resulting from reductien in the discount rates from those used at June 36,
20C4 was $1.8 million for medical malpractice claims and $400 thousand for general liability claims. The decrease in the estimated
liakility at June 30, 2005, resulting from the increase in the discount rate from that used at June 30, 2004, was $5.6 million for
workers' compensation claims.

Obligations Under Life income Agreements

Obligations under life income agreements represent trusts with living income beneficiaries where the University has a residual
interest. The investments associated with these agreements are recorded at their fair value. The discounted present value of any
income beneficiary interest is reported as a liability in the statement of net assets based upon actuarial tables established by the
Internal Revenue Service. Gifts subject to such agreements are recorded as revenue, net of the income beneficiary share, at the date
of the gift. Actuarial gains and losses are included in other nonoperating income {expense) in the statement of revenues, expenses
and changes in net assets. Resources that are expendable upon maturity are classified as restricted, expendable net assets; all others
are classified as restricted, nonexpendable net assets.



Zhanges in current and noncurrent obligations under life income agreements for the years ended June 30, 2005 and 2004 are as =

tollows:

Vi tgusands o a3

UNIVERSITY OF CALIFORNIA

UNIVERSITY OF CALIFORNIA CAMPUS FOUNDATIONS
ANNLUNTIES LIFE BENEFICIARIES ANNUITIES LIFE BENEFICIARIES
far £nded Jung 32 2005
1Zurrent portion at june 30, 2004 $ 23 S 430 S 7629 5 11,459
Reclassification from ncacusment 1.284 2,055 6,654 14,264
Payments to beneficiari (1,248} (2.070) (7.538) 11875)
Current portion at Jvne 38, 2005 5 259 § 415 § 6745 $ 13848
INoncurrent portion at June 30, 2004 $§ 7,542 $12577 $41.719 3 92.968
New obligations to beneficiaries 1,138 2,206 3,096 24,887
Yeclassification to current 1,284) " 12,055) (6,654} (14,264)
Noncurrent portion it june 30,2005 $ 7,39 $12,728 $38,161 5103,591
o Ended fune 32004
iZurrent portion at June 30, 2003 § 434 $ 382 § 79N S 9360
Reclassification from nc ncurrent 8S7 1424 7,700 11,640
Payments to beneficiarizs (1.068) {1376} {7862) (9,541)
Current portionat ju ne 30, 2004 § 13 s 430 § 7629 $ 11,459
Noncurren: portion at June 30, 2003 57,160 512,178 $39.393 $ 85,399
iNew pbligations to beneficiaries 1.239 1823 10,026 19,209
Reclassification to curvent (857} (1424} {7.700) {11,640}
Noncurrent portion 1t june 30, 2004 §7,542 $12,577 $41,719 $ 92968

Other Noncurrent Liabilities

Changes in other noncurrent liabilities for the years ended June 30, 2005 and 2004 are as follows:

1% Posangs gy ST

UNIVERSITY OF

UNIVERSITY OF CALIFORNLA CALIFORNIA
COMPENSATED CAMPUS
ABSENCES RETIREMENT PLAN OTHER TOTAL FOUNDATIONS
oo bk e 30 205
iabilities at June 30, 20114 § 179,551 §78.768 §38,247 $ 296566 5 13,105
New obligations 209,759 42,962 251 7219
eclassification to current (203,345} £4.753) {6,661) (214,759} {10,160}
Liabilities at Jure 30.2005 § 185965 $74015 §74,548 $ 334528 $ 10,224
Year nided june 5; X0
Liabilities at June 30, 2003 $ 176581 $83162 $38,743 S 298486 $ 11,369
New obligations 199,624 4970 204,594 5041
Reclassihcation to current {196.654) (4.394} (5.466) {206,514} (3,245)
Lizbilities at June 30, 2004 § 179,551 $78,768 $38,247 $ 296,566 $ 13,105

Payments are geaerally made from a variety of revenue sources, including state educational appropriations, grants and contracts,
auxiliary enterprises, endowment income or other revenue sources that support the employeess salary.
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10. DEBT

The University direc:ly finances the construction, renovation and acquisition of facilities and equipment through the issuance of
debt obligations or indirectly through structures that involve a separate limited liability corporation (LLC). Commercial paper
provides for interim financing. Long-term financing includes revenue bonds, certificates of participation, capital lease obligations

and other borrowings.

The University’s outstanding debt at June 30, 2005 and 2004 is as follows:

Tnthosings of gokiars)
WEIGHTED AVERAGE INTEREST RATE
ENTEREST RATE RANGE MATURITY YEARS 2005 2004
INTEFIM FINANCING:
Commierciai paper 20-33% 2005 $ 550.000 $ 550,000
LONC-TERM FINANCING:
Universicy of California General Revenue Bonds 49% 30-53% 2006-2037 1,517.450 12795290
University of California Limited Project Revenue Bonds 48% 23-50% 2008-2037 371,590
University of Cal ifomié Multiple Purpose Projects Revenue Bonds 51% 30-93% 2005-2034 1,980,630 2018195
Univetsity of California Hospi~al Revenue Bonds 44% 20-100% 2065-2039 801,585 815870
Univetsity of California Resear ch Facilities Revenue Bonds 50% 38-50% 2005-2011 256270 - 257,770
Adjusted by: Unamortized deverred financing costs (45.586) (49602
Unamortized bond premium 74501 66,461
University of California revenue bonds 4.9% 4,954,840 4,388,314
Cerrihates of participation 51% 4.0-56% 2005-2032 135,220 142,140
Capital lease obligations 23-118% 2005-2030 1883.428 1282012
Other University borrowings Varicks 2005-2012 310,787 545523
Studert housing 1LC revenue Jonds 56% 55-5.8% 2007-2038 111,010
Total outstanding debt 7,945,285 6,912,989
Less: Commercial paper {550,000) {550,000
Caarrent portion of outstending debr 450013} {587,354}
Noncurrent portion of sutstanding debr $6.945,271 $5,775,635

Total interest expense during the years ended June 30, 2005 and 2004 was $324.9 million and $291.8 million, respectively. Interest
expense of $29.6 million and 523.8 million associated with financing projects during the construction phase was capitalized

during the years ended June 30, 2005 and 2004, respectively. The remaining $295.3 million in 2005 and $268.0 million in 2004 are
reported as interest expense in the statement of revenues, expenses and changes in net assets.
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Cutstanding Debt Activity

The activity with 1espect to the University’s current and noncurrent debt, including the revenue bonds associated with the student
housing LLC, for rhe years ended June 30, 2005 and 2004 is as follows:

{in thazisirds 57

UNIVERSITY REVENUE CERTIFICATES OF CAPITAL LEASE STUDENT HOUSING OTHER UNIVERSITY
BONDS PARTICIPATION OBLIGATIONS LLC REVENLIE BONDS BORROWINGS TOTAL

Yerr Engleq fune 33, 2005
Current portion atJune 3), 2004 $ 101919 S 6920 $ 52729 § 385,786 5 587354
Reclassification from non wurren: 122,293 7270 116476 22 352351 398612
Refinancing or prepayment of outstanding debt (9.532) (500.313) {509,845}
Scheduled principal paym ents (100,950} (6,920} {55.849) (21,398) 225317}
Ainortizazgion of bond pre mium {4,985} (22} (5,007}
Amoriization of deferred financing costs 4016 4036

Current portion at Jure 30, 2005 § 122,293 $ 7270 $ 103,824 $ 216,626 $ 450,013
Noncurrent portion at june 30, 2004 $ 4,286,395 5135220 $1.194,.283 $ 159,737 $5.775635
New obligations 655020 0,797 $109.780 286975 1753572
Bcnd premium 13425 1,252 14,677
Reclassification 1o current (122293) (7,270 (116476} 20 (352,551} (598,612}

Noncurrent portion al june 30, 2005 54,832,547 §127,950 $1,779,604 $111,010 $ 94,161 $6,945,272
Yecr ended june ¥ XG4
Current porton at June 3(), 2003 § 95512 $ 11975 $ 877 $ 119,294 § 309498
Reclassification from noncurrent 1244415 170,840 99,057 . 341,204 1,855,516
Refinancing or prepayment of outstanding debt (1,130,150} (169,220) (939) (56.357) (1,356,666}
Scaeduled principal payrr ents {108.675) (6675} {88,106) . {18,355) (2nz2n)
Arnortization of bond premium To(2200) (2,200}
Arnortization of deferred fnancing costs 3.017 - 3017

Current portion at June 30, 2004 $ 101,919 $ 6920 § 92,729 $ 385,786 $ 587,354
Nuncurrent portion at June 30, 2003 $ 3921589 $ 306,060 §1.216.842 $ 47804 5 5,494,695
New obligations 1556270 ’ 76,498 453,137 2,085,905
Bead premium 68,661 68,661
Deferred fimancing costs {18,110} (18110}
Redlassification to current (1.244,415) (170,849} (99,057} (341,204) (1,855,516}

Noncurrent portion at June 30, 2004 $4,286,395 $135,220 §1,194.283 $ 159,737 §5,775,635

Commercial Paper

The University has available a $550.0 million commercial paper program with tax-exempt and taxable components. The program’s
liquidity is supported by the legally available unrestricted investments in the STIP. Commercial paper is collateralized by a pledge
of the net revenues generated by the enterprise financed, not by any encumbrance, mortgage or other p]edge of property, and does
not constitute a general obligation of the University.

Commercial papeg.‘ outstanding, including interest rates, at June 30, 2005 and 2004 is as follows:

(e itGusands 3f tfa%ars ;

1005 2004
INTERESTRATES  OUTSTANDING INTEREST RATES  OUTSTANDING
Tax-exempt 20-29% $430,000 09-1.3% $ 430,000
Taxable 25-33% 120000 1.0-13% 120,000

Total outstanding $550,000 $550,000




Uriversity of California Revenue Bonds

Revenue bonds have financed various auxiliary, administrative, academic, medical center and research facilities of the University.
They generally have annual principal and semiannual interest payments, serial and term: maturities, contain sinking fund
requirements and rmay have optional redemption provisions. Revenue bonds are not collateralized by any encumbrance, mortgage,
or ather pledge of property, except pledged revenues, and do not constitute gencral obligations of The Regents. Revenue bond
indentures require “he University to use the facilities in a way which will not cause the interest on the bonds to be included-in the
gross income of the holders of the bonds for federal tax purposes.

General Revenue Bonds are collateralized solely by General Revenues as defined in the Indenture. General Revenues are certain
operating and noncperating revenues of the University consisting of gross student tuition and fees; facilities and administrative
cost recovery from contracts and grants; revenues from educational, auxiliary and other activities; and other revenues, including
ungestricted investrnent income. The General Revenue Bond indenture requires the University to set rates, charges and fees
each year sufficient for General Revenues to pay for the annual principal and interest on the bonds and certain other financial
covenants. General Revenues for the years ended June 30, 2005 and 2004 were $5.24 billion and $4.80 billion, respectively.

In August 2004, The Regents authorized the University to issue Limited Project Revenue Bonds for auxiliary enterprises
collateralized by a gledge consisting of the sum of the gross revenues of the specific projects. The bonds are not collateralized by
any encumbrance, mortgage or other pledge of property, except pledged revenues, and do not constitute general obligations of The
Regents. The indenture requires the University to achieve the sum of gross project revenues equal to 1.1 times debt service and
maintain certain other iinancial covenants.

Multiple Purpose Projects Revenue Bonds are collateralized by a pledge of the net revenues generated by the enterprises.
The Multiple Purpcse Projects Revenue Bond indentures require the University to achieve net revenues after expenses and
requirements for senior lien indentures equal to 1.25 times debt service and maintain certain other financial covenants.

Hospital Revenue Bonds have financed certain of the University’s five medical centers and are collateralized by a pledge of
the specific gross revenues associated with each medical center. Hospital gross revenues are excluded from General Revenues.
The Hospital Revenue Bond indentures require each medical center to achieve debt service coverage of 1.1 times to 1.2 times
(depending on the indenture), set limitations on encumbrances, indebtedness, disposition of assets and transfer services and
maintain certain other financial covenants.

Re:search Facilities Revenue Bonds are collateralized by a pledge of the University’s share of facilities and administrative recoveries
reczived on fedecal research grants and contracts. The Research Facilities Revenue Bond indentures require the University to
achieve debt service coverage of 1.25 times and maintain certain other financial covenants.

Generally, in accor¢ance with the terms of the indentures, the pledge of General Revenues under General Revenue Bonds are
sutordinate to the pledge of the University’s share of facilities and administrative cost recoveries received on federal research
grants and contracts under Research Facilities Revenue Bonds. The pledge of revenues under Limited Project Revenue Bonds are
sutordinate to the pledge of revenues associated with projects financed with General Revenue Bonds, but senior to pledges under
Multiple Purpose Projects Revenue Bonds, commercial paper agreements or bank loans. The pledge of net revenues associated
with projects financed with Multiple Purpose Projects Revenue Bonds is subordinate to General Revenue Bonds and Limited
Project Revenue Bonds, but senior to pledges under commercial paper agreements or bank loans. All indentures permit the
University to issue ¢ dditional bonds as long as certain conditions are met.

2005 Activity -

In September 2004, Limited Project Revenue Bonds totaling $371.6 million were issued to finance and refinance certain auxiliary
entzrprises of the University. Proceeds include a bond premium of $7.7 million and are available to pay for project construction
and issuance costs and repay interim financing incurred prior to the issuance of the bonds, including commercial paper and bank
loans totaling $307.4 million. The bonds mature at various dates through 2037 and have a weighted average interest rate of 4.8
percent. The deferred premium will be amortized as a reduction to interest expense over the term of the bonds.

In January 2005, General Revenue Bonds totaling $283.4 million were issued to finance and refinance certain facilities of the
University. Proceeds included a bond premium of $5.8 million and were available to pay for project construction and issuance
costs and repay interim financing incurred prior to the issuance of the bonds, including commercial paper of $218.4 million. The
bords mature at various dates through 2037 and have a weighted average interest rate of 4.3 percent. The deferred premium of
$5.3 million will be amortized as a reduction to interest expense over the term of the bonds.
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Subsequent Events

In July 2005, Gereral Revenue Bonds totaling $558.4 million were issued to refinance certain facilities and projects of the
University. Proceeds, including a bond premium of $33.1 million, together with certain University funds, were used to refund
$439.2 million of outstanding Multiple Purpose Projects Revenue Bonds, $42.7 million of Research Facilities Revenue Bonds and
$80.7 million of certificates of participation. The bonds mature at various dates through 2035 and have a weighted average interest
rate of 4.8 percent. The deferred premium of $33.1 million will be amortized as a reduction to interest expense over the term of
the bonds. Aggregate debt service payments were decreased by $6.8 million over the term of the bonds and the University was able
10 obtain an ecor omic gain of $25.8 million,

In October 2005, General Revenue Bonds totaling $352.8 milfion were sold to finance certain tacilities of the University. Proceeds
include a bond premium of $6.6 million and are available to pay for project construction and issuance costs and repay interim
financing incurred prior to the issuance of the bonds. The bonds mature at various dates through 2039 and have a weighted
average interest rate of 4.8 percent.

Also in October 2005, the University is proceeding with an offering statement for the sale of Limited Project Revenue Bonds
totaling $618.1 million to finance and refinance certain auxiliary enterprises of the University. Proceeds would be available to pay
for project constiuction and issuance costs and repay interim financing incurred prior to the issuance of the bonds.

2004 Activity

In September 2003, General Revenue Bonds totaling $914.3 million were issued to finance and refinance certain facilities of the
University. Proceeds included a bond premium of $35.8 million and were available to pay for project construction and issuance
costs and repay {nterim Ginancing incurred prior to the issvance of the bonds, including commercial paper of $67.6 million.
Proceeds were al;o used to refund $409.1 mitlion of outstanding Multiple Purpose Projects Revenue Bonds, $179.5 million

of Housing System Revenue Bonds, $34.1 million of Research Facilities Revenue Bonds and $163.9 million of certificates of
participation, The bonds mature at various dates through 2036 and have a weighted average interest rate of 5.0 percent, The
refunding resulted in deferred financing costs of $14.9 million that will be amortized as interest expense over the remaining life
of the refunded bonds. The deferred premium of $35.8 million will be amortized as a reduction to interest expense over the term
of the bonds. Agsregate debt service payments were increased by $74.1 million over the term of the bonds due to the extension of
maturities for certain projects and the University was able to obtain an economic gain of $21.5 million.

In November 2003, Genera! Revenue Bonds totaling $385.8 million were issued to refinance certain facilities of the University.
Proceeds, including a bond premium of $20.1 million, together with certain University funds, were used to refund $407.8 million
of outstanding Multiple Purpose Projects Revenue Bonds. The bonds mature at various dates through 2028 and have a weighted
average interest-1ate of 4.9 percent. The refunding resulted in deferred financing costs of $8.2 million that will be amortized as
interest expense over the remaining life of the refunded bonds. The deferred premiurn of $20.1 million will be amortized as a
reduction to interest expense over the term of the bonds. Aggregate debt service payments were decreased by $51.0 million over
the term of the bonds and the University was able to obtain an economic gain of $18.6 million.

in May 2004, Hospital Revenue Bonds, totaling $256.2 million were issued to finance a portion of the costs of constructing
replacement hospital facilities for UCLA Medical Center—Westwood and Santa Monica-UCLA Medical Center and to refinance
certain other heclth care facilities of UCLA Medical Center. Proceeds were available for project construction and issuance costs
and to repay interim financing incurred prior to the issuance of the bonds. Proceeds were also used to refund $98.3 million of
outstanding Hospital Revenue Bonds and extinguish $28.0 million of outstanding bank loans. The bonds mature at various dates
through 2039 and have a weighted average interest rate of 5.3 percent. The refunding resulted in deferred financing costs of $2.0
million that will be amortized as interest expense over the remaining life of the refunded bonds. The deferred premium of $12.7
million will be amortized as a reduction to interest expense over the term of the bonds. Aggregate debt service payments were
increased by $3.2 million over the term of the bonds due to the extension of maturities for certain projects and the University was
able to obtain an economic gain of $4.6 million.
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interest Rate Swap Agreements

As a means to lower the University's borrowing costs, when compared against fixed-rate bonds at the time of issuance in 2003,
the University entered into nterest rate swaps with three financial institutions in connection with its $347.8 million variable-
rate Refunding Hospital Revenue Bonds {Series A-E) associated with the UC Davis Medical Center. The intention of the swap
transaction was to effectively change the variable interest rate on the bonds to a fixed rate of 3.1 percent.

The bonds and the related swap agreements mature on September 1, 2026 and the aggregate notional amount of swaps matches
the outstanding amounts on the bonds throughout the entire term of the bonds. Under the swaps, the University pays the swap
counterparties a fixed payment of 3,1385 percent and receives a variable payment computed as 67 percent of 30 day London
Interbank Offered Ruate (LIBOR). The University believes that over time the variable interest rates it pays on the bonds will
approximate the variable payments it receives on the interest rate swaps. leaving the fixed interest rate payment on the swaps as the
net payment obligation for the transaction. '

Because swap rates have decreased since execution of the swaps, the swaps have an estimated negative fair value of $5.5 million as
of June 30, 2005, The fair value is an indication of the difference in value of the swap fixed interest payments due on the swap and
swap fixed rate paym ents due on a swap with identical terms executed on June 30, 2005. The fair value of the interest rate swap is
the estimated amour.t the University would have paid if the swap agreement were terminated on june 30, 2005, The fair value was
estirnated by the financial institutions using quoted market prices when available or a forecast of expected discounted future net
cash flows.

The swap exposes the University to basis risk whenever the interest rates on the bonds are reset. The interest rate on the bonds is a
tax- :xempt interest rate, while the basis of the variable receipt on the interest rate swaps is taxable (67 percent of 30 day LIBOR).
Tax-exempt interest -ates can change without a corresponding change in the 30 day LIBOR rate due to factors affecting the tax-
exernpt market whica do not have a similar effect on the taxable market. For example, the swap exposes the University to risk if
redvctions in the federal personal income tax cause the refationship between the variable interest rate on the bonds to be greater
thar. 67 percent of 30 day LIBOR.

Although the University has entered into the interest rate swaps with credit worthy financial institutions, there is exposure to
losses in the event of non-performance by counterparties or unfavorable interest rate movements. The swap may be terminated

if the insurer’s credit quality rating falls below A- as issued by Fitch Ratings or Standard & Poor, thereby canceling the synthetic
inte:est rate and returning the interest rate payments to the variable interest rates on the bonds. At termination, the University may
also owe a termination payment if there is a realized loss based on the fair value of the swap,

Interest payments or. the bonds are reset weekly for Series B-D and daily for Series A and E. As rates vary, variable-rate bond
inte~est payments and net swap payments will vary. Although not a prediction by the University of the future interest cost of
the “sariable rate bon 1s or the impact of the interest rate swaps, using rates as of June 30, 2005, debt service requirements of the
variable-rate debt and net swap payments are as follows:

(irt thauserds of doiiars}

VARIABLE-RATE BONDS INTEREST RATE TOTAL
PRINCIPAL INTEREST SWAP, NET PAYMENTS

Yezr Eaning jurie 55
: 2006 § 3275 5 6,695 § 3917 $ 13887
2007 3375 6,629 34879 13883
008 11,950 6435 3766 23152
009 12,375 6,195 3625 22195
M0 12,800 5,945 3479 2004
2011-2015 - 70875 25671 15,021 111557
2016-2020 83975 18911 10539 112525
2021-2025 99,500 8935 5,228 113,663
2026-2007 44,750 667 391 45308

Total $342875 $85,184 §49,845 $477,904
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Certificates of Participation

Certificates of participation have been issued 1o finance buildings and equipment under lease agreements. The certificates are
collateralized by buildings and equipment. A portion of the rental payments is provided to the University by a state of California
financing appropriation of $4.8 million and $4.9 million for the years ended June 30, 2005 and 2004, respectively. All rental
payments, including those from any lawfully available cash of The Regents, have been pledged and assigned to a trustee by the lessor.

Capital Leases

The University has entered into lease-purchase agreements with the state of California that are recorded as capital leases. The
state sells lease rerenue bonds to finance construction of certain state-owned buildings to be used by the University. During the
construction phase, the University acts as agent for the state. Bond proceeds remain on deposit with the state, as trustee, until the
University is reimbursed as the project is constructed.

Upon completion, the buildings and equipment are leased to the University under terms and amounts that are sufficient to satisfy
the state’s lease revenue bond requirements with the understanding that the state will provide financing appropriations to the
University to satisfy the annual lease requirements. At the conclusion of the lease term, ownership transfers to the University.

I December 2004, April 2005 and June 2005, the University entered into lease-purchase agreements totaling $627.1 million with
t'1e state to finance the construction of various University projects.

The state of California financing appropriation to the University under the terms of the lease-purchase agreements, recorded as
nonoperating revenue in the statement of revenues, expenses and changes in net assets, for the vears ended June 30, 2005 and
2004 was $115.9 aillion and 5111.0 million, respectively. The principal and interest, including accrued interest, reported in the
University’s financial statements for the years ended June 30, 2005 and 2004 contain amounts related to these lease-purchase
agreements with the state of California as follows:

{in thatrands of Zoflors)
2005 2004
Capital lease principal $ 56,058 $ 53.265
Capital lease inzerest 71,599 63837
Total $127,657 $117,102

Capital leases entered into with other lessors, primarily for equipment, totaled $74.7 million and $76.5 million for the years ended
june 30, 2005 and 2004, respectively.

Other University Borrowings

Other University borrowings consist of contractual obligations resulting from the acquisition of land or buildings and the
construction and renovation of certain facilities.

The University may use uncollateralized bank lines of credit with commercial banks to supplement commercial paper and to
provide interim fiaancing for buildings and equipment. Line of credit commitments, with various expiration dates through
Iecember 2008, tataled $1.39 billion at June 30, 2003. Outstanding borrowing under these bank lines totaled $134.8 million and
$188.8 mitlion at june 30, 2005 and 2004, respectively.

'Lhe state of Califcrnia may provide interim loans to the University for certain facilities to be financed through their future
issuance of lease rzvenue bonds. The interim loans are repaid from the bond proceeds. Outstanding interim loans from the state,
classified in the current portion of long-term debt in the University’s statement of net assets, totaled $130.1 million and $302.6
million at June 30. 2005 and 2004, respectively.

Student Housing LLC Revenue Bonds

The University has entered into a ground lease with a legaily separate, non-profit corporation that is developing and wili own

a student housing project on a University campus through the use of a single-project limited liability corporation. The LLC

will manage the p-emises. The University’s reversionary interest in the land is not subordinated. All costs associated with the
construction, ownership, operation and management of the improvements are the obligation of the Ground Lessee. Student
rental rates are established in order to provide for operating expenses and maintain the required debt service coverage ratios. The
University is nol responsible for any payments related to the ownership, operation or financing of the student housing. However,
under GASB requirements, the financial position and operating results of these legally separate organizations are incorporated
into the Universit’s financial reporting entity.
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In December 2004, the LLC, through its conduit issuer, issued Student Housing Revenue Bonds totaling $109.8 million to
finance the construction of a student housing facility, Proceeds include a bond premium of $1.3 million. They generally have
an:ual principal and semiannual interest payments, serial and term maturities, certain sinking fund requirements and optional
reciemption provisions. The bonds are not collateralized by any encumbrance, mortgage or other pledge of property, except
pledged revenues o:” the student housing project, and do not constitute general obligations of The Regents. The bonds mature at
various dates throuzh 2038 and have a weighted average interest rate of 5.6 percent.

Interest expense, net of interest income, totaling $2.2 million related to the student housing LLC revenue bonds, was capitalized
during the construction phase of the project. None of the interest expense is reported in the statement of revenues, expenses and
changes in net assets. There were no principal payments during the year ended June 30, 2005 as the project is under construction.

Future Debt Service :
Future debt service payments for each of the five fiscal years subsequent to June 30, 2005 and thereafter are as follows:

| in¢ sands ol i)

OTHER STUDENT
COMMERCIAL UNIVERSITY CERTIFICATES OF CAPITAL LEASES UNIVERSITY HOUSING LLC TOTAL
PAPER REVENUE BONDS PARTICIPATION STATE OTHER BORROWINGS REVENUE BONDS PAYMENTS PRINCIPAL INTEREST
Year £ xfing june 30
2046 $551.034 $ 39512 $ 14036 $ 148674 § 42537 § 219914 § 6187 $ 1341904 § 998570 § 343334
2007 362,341 14,031 153,362 35921 69.352 6,547 641,554 311982 315N
2008 374238 14,022 154.807 28030 18821 6,567 596,483 278872 317613
2009 376,472 14,087 168629 17,257 4,707 6,805 S87.987 282,864 305123
2010 403,627 14142 148533 72715 2,764 7008 583,789 291.509 292,280
2015 - 2015 1,853,729 41,790 742,385 20,120 1,360 37919 2697303 1434701 1,262,602
20162020 1,624,504 35458 589.985 8916 38972 2297835 1385723 12112
2021 -2025 1,342,901 3435 401,019 3,660 38970 1820906 1245835 575001
2026-2030 971,903 34379 224,044 1.74% 38970 1270845 962,504 308.241
2031-2035 643,331 5813 38963 688,112 576025 112087
2036 - 2040 136,000 23383 159,383 146555 13328
Total future
dubtservice 551,034 8,448,568 m. 4 1,731,438 165,935 316,918 250,29% 12,686,103 $7,914,740 $4,771,363
Less: ‘nterest
component of
futurzpayments  {1,034) (3,523.043) (86,694} {999.287) (14658) (6131) {(140516) (4771.363)
Principal
purtion of
fubure payments 550,000 4,915,525 135,220 1,732,151 151,277 310,787 109,780 7,914,740
Adju:ted by:
Unamortized
deferred
financing costs {45.586) (45,586}
Unamortized
bund premium 74901 1230 76131

Tetaldebr  $550,000 $4,954.840 $135,210 $1,732,151 $151,277 $310,787 $ 111,010 $7,945,285

Lorg-term debt does not include $305.6 million and $306.3 million of defeased liabilities at June 30, 2005 and 2004, respectively.
Investments that have maturities and interest rates sufficient to fund retirement of these liabilities are being held in irrevocable
trusts for the debt service payments. Neither the assets of the trusts nor the outstanding obligations are included in the University's
statzment of net assets.
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11. OTHER POST EMPLOYMENT BENEFITS

Employees who meet specific requirements may continue their medical and dental benefits into retirement and receive University
contributions for those benefits. There were approximately 39,600 retirees eligible to receive such benefits at June 30, 2005 and
38,200 retirees at June 30, 2004. The cost of retiree medical and dental coverage is recognized when paid. The cost of providing
medical and dental benefits for retirees and their families and survivors was $193.0 million and $185.1 million for the years ended
June 30, 2005 and 2004, respectivelyv.

12. ENDOWMEMTS AND GIFTS .

Endowments and 3ifts are held and administered either by the University or by campus foundations.

University of California
The value of endowmenits and gifts held and administered by the University at June 30, 2005 and 2004 is as follows:

UNIVERSITY OF CALIFORNIA

RESTRICTED RESTRICTED
NONEXPENDABLE EXPENDABLE UNRESTRICTED TOTAL

Ary g 35728
En-dowments $794,173 $1381472 $ 29100 $2.204,745
Fusyds functioning as endcwments : : 1777878 . 1055491 2533369
Arnuity and life incone 29,324 8,092 37416
Gitts 679497 18,350 697.847
University endowment: and gifts $823,497 $3.846,939 $1,102,941 55773377

Agi ez 33 s
Endewments $747.370 $1,262,601 $ 27333 : 52,037,304
Fuds funcriening as endcwments 1,650,488 989,141 2539629
Arauity and iife income 28391 8,061 36.452
Gilts 624,042 20.006 644,048
University endowments and gifts $775,761 $3.545,192 1,036,480 $5.357,433

The University’s er dowment income distribution policies are designed to preserve the value of the endowment in real terms
(after inflation} an1 to generate a predictable stream of spendable income. Endowment investments are managed to achieve the
maximum long-term total return. As a resuit of this emphasis on total return, the proportion of the annual income distribution
provided by dividend and interest income and by capital gains may vary significantly from vear to vear. The University’s policy is
to retain the realized and unrealized appreciation with the endowment after the annual income distribution has been made. The
net appreciation available to meet future spending needs, subject to the approval of The Regents, amounted to $1.38 billion and
$1.29 billion at Juze 30, 2005 and 2004, respectively.

The portion of investment returns earned on endowments held by the University and distributed at the end of each year to
support current operations for the following year is based upon a rate that is approved by The Regents. The annual income
distribution transferred to the campuses from endowments held by the University was $187.1 million and $182.0 million for the
years ended June 30, 2005 and 2004, respectively. The portion of this annual income distribution from accumulated capital gains,
in addition to the dividend and interest income carned during the year, was $71.2 million and $76.3 million for the vears ended
June 30, 2005 and 2004, respectively. Accumulated endowment income available for spending in the future, including the annual
income distributioi'n, was $489.4 million and $471.0 million at June 30, 2005 and 2004, respectively.



Campus Foundations

The value of endowments and gifts held by the campus foundations and administered by each of their independent Board of
Trustees at June 30, 2005 and 2004 is as follows:

UNIVERSIFY OF CALIFORNIA CAMPUS FOUNDATIONS

RESTRICTED RESTRICTED
NONEXPENDABLE EXPENDABLE UNRESTRICTED TOTAL

Endcwments $1,248,942 § 522933 $1,771,875
Funcs functioning as endow rents 596,407 596407
Annuiity and life income 111,296 88,643 199939
Gifts 665,378 $16,343 681.721
~ Campus foundations’ end swments and gifts $1,360,238 41,873,361 . §16,343 $3,249,942
Afure 2020k
Endcwments $1.129.101 $ 422330 §1,551431
funcs functioning as endow nenis 550,423 550,423
Annuity and life income 97,265 67,991 165,256
Gifts 654,763 $ 8479 663,242

Cimpus foundations’ end ywments and gifts $1,226,366 51,695,507 S B4TY §2,930,352

The campus foundations provided grants to the University's campuses totaling $343.4 million and $390.3 million, respectively,
during the vears ended June 30, 2005 and 2004.

13. THE UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM (UCRS)

Most University emrloyees participate in the UCRS. The UCRS consists of the Un iversit}_r of California Retirement Plan, a single
employer, defined benefit plan funded with University and employee contributions; the University of California Retirement
Savings Program that includes three defined contribution plans with options to participate in internally and externally managed
investment portfolics funded with employvee non-elective and elective contributions; and the Public Employees Retirement System
(PERS) Voluntary Early Retirement Incentive Program (PERS-VERIP), a defined benefit plan for University employees who
elected early retirerrent.

University of California Retirement Plan

The University of California Retirement Plan {UCRP) provides lifetime retirement income, disability protection, death benefits
and pre-retirement survivor benefits to eligible employees of the University of California and its affiliates. Membership in the
retirement plan is required for all employees appointed to work at least 50 percent time for a year or more. Generally, five years of
service are required for entitlement to plan benefits, The amount of the pension benefit is determined by salary rate, age and years
of service credit with certain cost of living adjustments. The maximum monthly benefit is 100 percent of the employee’s highest
average compensation over a 36-month period.

Members contribut:ons to UCRP are accounted for separately and accrue interest at 6.0 percent annually. Upon termination,
me:nbers may elect'a refund of their contributions plus accurnulated interest; vested terminated members who are eligible to retire
mav also elect a !urri'p sum equal to the present value of their accrued benefits. Both actions thereby forfeit the member’s rights to
further accrued ben'>fits.

At June 30, 2005, piz';n membership totaled 188,790, comprised of 124,642 active members, 22,671 inactive members who are
terminated vested employees entitled to benefits, but not yet receiving them and 41,477 retirees and beneficiaries currently
receiving benetits. The active members include 71,367 current employees who are fully vested. The active members also include
53,275 nonvested crrrent employees covered by the plan. A total of 24,452 terminated nonvested employees are not members of
the plan, but are eligible for a refund.

The Regents’ funding policy provides for actuarially determined contributions at rates that provide for sufficient assets to be
available when benefits are due. The contribution rate is determined using the entry age normal actuarial funding method. The

* significant actuarial assumptions used to compute the actuarially determined contribution are the same as those used to compute
the actuarial accrued liability.



The annually determined rates for employer contributions as a percentage of payroll are based on recommendations of the
consulting actuar7 and appropriations received from the state of California.

Employee contributions may be required to be made to the GCRPE The rate of employee contributions is established annually
pursuant to The Regents’ funding policy, as a percentage of covered wages, recommended and certified by an enrolled,
independent actuary and approved by The Regents, the plan’s trustee. During the vears ended June 30, 2005 and 2004, employee
contributions to tihe UCRP were redirected to the University of California Defined Contribution Plan.

For the years ended June 30, 2005 and 2004, there were no employer contributions, annual pension costs, or net pension
obligations. The annual pension cost was equal to the actuarially determined contributions.

The annual required contribution for the current year was determined as part of the June 30, 2005 actuarial valuation, which is
the latest available information, using the entry age normal actuarial cost method. Significant actuarial assumptions used in the
valuation were:

. assumed return on investment of 7.5 percent per year;

s  projected salary increases ranging from 4.5-6.5 percent per year;
e projected inflation at 4 percent;
» future life expectancy based upon recent group annuitant experience; and

e assumed retirement ages, employee turnover and disability rates based on actual plan experience and
future ex pectations.

The actuarial value of assets was determined using techniques that smooth the effect of short-term volatility in the fair value of
investments over 1 five-year period. The actuarial value of assets in excess of the actuarial accrued Liability is being amortized as a
level percentage of projected payroll on an open basis. The remaining amortization period at June 30, 2005 was 3 years.

The supplemental schedule of funding progress is as follows:

fir shoysands 5l dsiiars;

ACTUARIAL ACTUARIAL VALUE ACTUARIAL ANNUAL COVERED EXCESS/COVERED

VALUATION DATE OF ASSETS ACCRUED LIABILITY EXCESS FUNDED RATIO PAYROLL PAYROLL
June 30, 2005 541,085,000 537,252,000 $3.833.000 103% $8,150,000 470%
June 30, 2004 41293000 35,034,000 6.255,000 1179 7.835.000 799
June 30,2003 41429,000 32.955.000 8,474,000 1257 7,734,000 1996

University of California Retirement Savings Program

The University of California Retirement Savings Program includes three defined contribution plans providing savings incentives
and additional relirement security that are generally available to all University employees. Participants’ interests in the plans are
fully and immeditely vested and are distributable at death, retirement or termination of employment. Participants may also elect
t0 defer distribution of the account until age 70 % or separation from service after age 70 %, whichever is later, in accordance
vith Internal Revenue Code minimum distribution requirements. The Plans also accept pretax rollover contributions from other
401(a), 401(k), 4(3(b) and governmental 457(b) Plans.

Defined Contribution Plan

The Defined Contribution Plan (the DC Plan) accepts both after-tax and pretax contributions. Pretax contributions are fully
vested and are mandatory for all employees who are members of the UCRP. Monthly employee contributions range from
zpproximately 2.0 percent to 4.0 percent of covered wages depending upon whether wages are below or above the Social Security
wage base.

The University hzs a provision for matching employer and employee contributions to the DC Plan for certain summer session
teaching or resea:ch compensation for eligible academic employees. Employer contributions to the DC Plan were $3.5 million and
$3.8 million for tae years ended June 30, 2005 and 2004, respectively.

Tax Deferred 403(b} Plan
The University’s Tax Deferred 403(b) Plan {the 403(b) Plan) accepts pretax contributions. There are no employer contributions to
the 403(b) Plan.
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